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THE ECONOMIC SITUATION OF 
THE WESTERN WORLD 


BY PER JACOBSSON 


It is generally understood what is meant by the 
“Eastern World”, namely, the U.S.S.R., China 
and the countries politically attached to these two 
big powers. The term “Western World” in its 
widest sense thus covers the remaining countries, 
some of which — such as India, Japan, Burma 
and the Philippines for instance — are actually 
situated in the East. Geographically, therefore, 
this is rather a strange term, but as long as its 
significance is known it may serve our purpose 
as well as any other expression. 

Several countries in the Eastern World have 
recently published more complete statistical data 
than has been their custom in the past, the data 


given having consisted not only, as previously, of 


percentage changes in relation to a base year con- 
cerning which little exact information has been 
available but also of absolute figures which really 
add considerably to our knowledge. The picture 
is still not completely filled in, however, and there 


has not yet been sufficient time to digest the data 


made available. But perhaps one observation may 
be made in passing concerning certain apparently 
rather permanent policy aims of the eastern coun- 
tries. Throughout the post-war period it has clear- 
ly been the policy of the U.S. S. R. and, generally 
speaking, of the other eastern countries to bring 
about a gradual decline in the price level. Cuts 
have been made in the money volume and also, by 
administrative action, in a wide range of prices, 
and at the same time steps have been taken to 
provide for the financing of investment out of 
genuine savings either via the budget or through 
self-financing by the enterprises. Although the 
eastern countries may not all have been equally 
Successful in avoiding price rises, it is impor- 


| fant and instructive to note that they have all 


attempted to fight inflation. 


«598204 


It would, of course, be a great mistake to 
imagine that the Communist ideology has cut itself 
off from all connection with the classical body of 
thought in economics. After all, Marx based his 
doctrine on Ricardo. As for the trend of present- 
day Russian thinking, it is rumoured that a fair 
amount of attention is being paid to the writings 
of Gustav Cassel, who gave a central place in his 
theory to a comprehensive price and production 
system in the tradition of Walras, much of which 
could easily be applied almost as it stands to a 
collectivist economy. 

* * 
ok 


When one speaks of the Western World one 
thinks, in the first place, of North America and 
western Europe. In modern economies steel is still 
the most important industrial material. In 1955 
total world output was 267 million tons,! of 
which the United States produced 106 million tons, 
or about 40 per cent., and western Europe 80 
million tons, or almost exactly 30 per cent. We 
now know that Russia’s steel output in 1955 was 
45 million tons, representing 17 per cent. of the 
world total. The production of all the other coun- 
tries thus amounted to about 35 million tons, or 
13 per cent., which is less than one-half of 
western Europe’s output. As regards steel pro- 
duction, therefore, while the United States oc- 
cupies the first place, western Europe is a good 
second. 

When the recession in the United States was 
overcome in the late autumn of 1954 new strength 


1 In terms of weight, the output of non-ferrous metals ranks 
far behind that of steel. The production figures for 1955 are 
as follows: copper, about 3,8 million tons: aluminium, about 
3,t million tons; zinc, 2,7 million tons; lead, 2,2 million tons; 
nickel, 240 000 tons; tin, 194 000 tons. 
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was added to world demand and the already brisk 
tempo of business activity in western Europe was 
further heightened. On both sides of the Atlantic 
it was the volume of private investment which 
showed the most pronounced proportional increase 
— and in this respect the recent upward trend 
may be said to have conformed to the classical 
pattern of a business boom. No doubt the large 
amounts spent on armaments constitute an im- 
portant category of demand which must not be 
neglected, but government. expenditure has not 
been allowed to rise much during the last two 
years, so that the greater part of the fresh stimu- 
lus has been provided by the expansion in private 
investment. 

The Organisation for European Economic Co- 
operation in Paris has recently published overall 
data on the gross national products and expendi- 
ture of the member countries. These figures show 
that in western Europe public. consumption (i. e. 
government expenditure on goods and services) 
rose, at constant prices, by 1 1/2 per cent. be- 
tween 1954 and 1955, while private consumption 
went up by 6 per cent. and investment in fixed 
capital and stocks by as much as 10 per cent. The 
corresponding figures for the United States reveal 
an even more striking contrast: from the fourth 
quarter of 1954 to the fourth quarter of 1955 
personal consumption rose by 7 per cent. and 
fixed business investment by 15 per cent. As a 
result of this upswing in business activity there 
has gradually developed the familiar’ situation in 
which a rise in demand for investment goods 
creates the need for larger supplies of steel, ce- 
ment, etc. and thus for further investment in fixed 
capital, mainly for the purpose of expanding out- 
put of these basic materials. 

In such a situation physical shortages of ma- 
terials may easily arise, but, for several important 
reasons this has hardly happened during the pre- 
sent investment boom. Jn the first place, the out- 
put of basic commodities is at present greater than 
éver before.’ One beneficial consequence of the 
Korean crisis‘ was the stimulus it gave to pro- 
duction of raw materials. Faced with the strong 
demand which arose after the outbreak of the 
Korean conflict in'the summer of 1950, producers 
suddenly seemed to overcome the fears of an im- 


pending slackening of demand which had beset 
them ever since the depression of the 1930s and 
which for a good many years had made them 
hesitate to increase productive capacity. 

Secondly, it proved possible for a large number 
of countries to cover their additional needs of fuel 
and materials by means of an increase in imports. 
The western European countries, for instance, 
were able to import coal and steel from the 
United States and to obtain increasing quantities 
of oil from the main producing centres. Inter- 
national trade no longer lagged behind the increase 
in production; in 1955 the volume of world trade 
increased by 8 per cent., compared with a rise of 
about 6 per cent. in the gross national product. 

Most countries’ reserves were sufficient to 
allow a free flow of foreign trade. (The official 
gold and short-term dollar holdings of countries 
other than the United States had in fact increased 
from $15.2 milliard at the end of 1947 to $26.1 
milliard at the end of 1955.) But even those 
countries in which the reserves were on the low 
side found it to be in their interest to abstain 
from reimposing quantitative restrictions on im- 
ports, and some of them, indeed, continued to push 
on with the liberalisation of trade. One important 
reason for this was their desire to check by more 
intense foreign competition any tendencies to- 
wards a rise in prices on their domestic markets. 
At the same time the individual countries re- 
mained influenced by the general trend of opinion 
which had developed over the preceding few years 
the wind .being still in favour of trade liber- 
alisation and the taking of general measures — 
both fiscal and monetary — to restore balance, 
whenever the need arose. It is becoming in- 
creasingly realised: that the adoption of such meas- 
ures is less liable to impair the dynamic forces im 
the economy than is the reapplication of physi 
controls. The resulting situation is one in whi 
broadly speaking, price movements, as determin 
by supply and demand, play their proper role 
while monetary and fiscal measures exert a 
derating and balancing influence, 

As far as prices are, concerned, it is of out 
standing importance — not least for the countri 
of. western Europe — that price movements 
the world markets have over the last few y 
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been characterised by a’high degree of overall 
stability. It is true that for a time this stability 
was brought about by a decline in the prices of 
foodstuffs, which compensated a rise in the prices 
of industrial materials. Recently, however, the 
prices of copper, rubber and some other important 
commodities have fallen quite sharply, while those 
of certain agricultural products have risen some- 
what, so that the price indexes have begun to de- 
velop more evenly. 

As has already been mentioned, the output of 


_ materials is greater than ever, and this increase 


| 


has no doubt helped to keep down the market 
quotations. But it is also necessary to stress that 
the policy of credit restraint which has been 
applied in many countries, both big and small, has 
also exerted a moderating influence on prices ; the 
Bank deutscher Lander mentions in its report for 
1955 that the relatively high interest rates had 
made unprofitable the accumulation and holding 
of large commodity stocks at a time when any 
price rises which did occur were on the whole 
comparatively limited. 

One of the consequences of this overall price 
stability has been that the terms of trade for most 
countries have shown little change in recent years. 
As far as the industrial regions in western Europe 
and North America are concerned, this must be 


regarded as a definitely favourable circumstance. 


At the time of the great depression of the 


1930s, which was characterised by a particular 


reduction in the U. S. demand for industrial raw 
materials, the prices of such materials and of food- 
stuffs were very low indeed. As a result, the 


| terms of trade were favourable to the industrial 


regions, which was prima facie to their advantage. 
But it must not be forgotten that the prices ob- 


tained by the producers of raw materials and 


foodstuffs were on the whole unremunerative and 


| that this led to a distortion of world trade — to 
| the disadvantage of almost everybody. Now that 


U.S. industry is working at full capacity, the 
prices of raw materials have risen quite consider- 
ably, but not to such an extent as to worsen 
appreciably the terms of trade for the industrial 
_ regions. Sweden’s and Great Britain’s terms of 


| . trade have for the last three years been about the 


e as they were in 1929, when they were some 


I5 per cent. more favourable than in 1913. There 
are reasons to believe that the price changes re- 
sponsible for thé present terms of trade are firmly 
based, being a reflection of a general rise in pro- 
ductivity in the raw-material-producing countries. 
These prices may therefore, broadly speaking, be 
maintained without upsetting world trade. For 
the industrial regions in western Europe it would 
have been a very different story if foodstuffs and 
raw materials had become relatively scarce and 
maybe even more highly priced in relation to 
ready-made produéts than they weré before the 
first world war. As the contrary has been the case, 
the wealth of a country is becoming more’ and 
moré dependent upon “value added in manufac- 
ture’, ie. upon the efficiency of its technical 
equipment and its labour; one of the most inter- 
esting developments of recent years, indeed, has 
been the growing scarcity of workers as reflected 
in the full employment on both sides of the At- 
lantic. 

One important change of great significance for 
the industrial regions is the gradual decline in 
recent years in the average amount of raw ma- 
terials and fuels required per unit of manu- 
facturing production. To give an example: a 
locomotive producing 50 per cent. more motive 
power than its counterpart did in 1920 weighs 
now only half as much. In the annual report of 
G. A.T.T., published in May’ 1956, it is shown 
that in 1938 the ratio between the amount of raw 
materials and fuels consumed and the gross value 
of manufacturing production in industrial areas 
was 25 pet cent.; by 1955 it had dropped to 
17 1/2 per cent. Moreover, the industrial areas aré 
able to produce more raw materials themselves, 
especially those of a synthetic kind: rayon, alu- 
minium, synthetic rubber, plastic materials, etc. 
The raw-material-producing countries, on the 
other hand, are manufacturing more of their tex- 
tiles themselves. While, in absolute terms, trade 
between the industrial and the non-industrial parts 
of the world has been well maintained and has 
even expanded somewhat in recent years, it is in 
trade between industrial areas that the most con- 
spicuous rise has occurred, and there has conse~ 
quently been a relative decline in trade between the 
industrial and the non-industrial parts of the world. 
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While the continued economic interdependence 
of various areas of the world must not be under- 
estimated, it must at the same time be stressed that 
the industrial regions are-relatively more capable 
than they used to be of making do with their own 
resources, even though they have to import in- 
creasing quantities of oil. All this means that 
there is no cause for pessimism as far as western 
Europe is concerned. It is not as if the western 
European countries were heavily overpopulated ; 
on the contrary, there is — as already mentioned 
—a scarcity of labour and the realisation of this 
fact is beginning to affect the policies pursued 
by the individual countries. 

Thus, there is a growing tendency to admit 
workers from abroad. In the Northern countries 
— Denmark, Finland, Norway and Sweden — not 
only have passports been abolished but workers 
from one of these countries may take up most 
kinds of occupation in any of the others without 
a permit. The use of foreign labour is also in- 
creasing in Belgium, western Germany and Swit- 
zerland; the number of foreign workers in the 
last-mentioned country in August 1955 was 
270,000, equal to over 10 per cent. of the total 
labour force. Western Germany has made a special 
agreement with Italy regarding the recruitment 
of Italian labour but has found it much more 
difficult than had been expected to obtain the 
workers it requires. In the first place, the Italian 
economy is expanding at a rapid rate (in 1955 the 
gross national product, in real terms, increased at 
the rate of 7 per cent.) and capable workers are 
much in demand and no longer need to emigrate in 
order to earn a fair wage. In the second place, 
the Italian birth rate was already falling in the 
1930s (in 1955, incidentally, it was slightly lower 
than that of France) ; whereas in 1946 the work- 
ing population increased by about 450,000, the in- 
crease had fallen to 330,000 in 1955 and is ex- 
pected to amount to only 80,000 by 1967. 

In view of these developments the day is in 
sight when there will be no appreciable surplus 
population either in western Europe or North 
America. Might it not then be possible to allow 
greater freedom of movement within western 
Europe or, better still, within the Atlantic com- 
munity? This is a field in which progress should 


probably be sought in the first place along regional 
lines. 

Outside Europe, the population is still in- 
creasing rapidly in many places owing to the fact 
that death rates are declining faster than birth 
rates, so that the question of how to produce 
enough food for the growing numbers to be fed 
is creating very difficult problems. In many of 
the countries concernea agricultural output per 
acre is already very high. In several areas there 
is today less food available per head of the popu- 
lation than there was in 1900 and it will not be 
easy to prevent the decline from continuing in the 
second half of the twentieth century. Fortunately, 
both the authorities and the general public are 
paying more attention to these problems nowa- 
days than they used to do. 

Improvements in technical methods can cer- 
tainly do something to help and plans have, of 
course, been made for the industrialisation of 
underdeveloped countries. But all such schemes 
will require a great deal of capital. In countries 
with a low income per head of population the 
rate of saving is not as a rule very high. Domestic 
savings will presumably be supplemented up to a 
point by foreign aid and also by borrowing abroad. 
As far as the existing situation is concerned, it 
must not be overlooked that in the present boom 
the western countries, with very few exceptions, 
have barely enough savings to finance their own 


investments. They themselves have to apply po- 


licies of credit restraint almost all along the line 


in order to prevent an inflationary expansion on 
their own markets. It is now twenty years since 
Keynes in 1936 published his “General Theory of 
f£mployment, Interest and Money’, the main 
theme of which was the fear that the rate of 
investment would be insufficient given the pre- 
vailing habits of saving to ensure an average level 
of employment which would not be intolerably 
low. ‘The average life of a modern truth is about 
twenty years,” said Ibsen, and Keynes’ fears, 
nourished by the great depression of the 1930s, 
have not been substantiated by the developments 
of the last ten years.) The situation in western 

1 The day may, however, come when Keynes’ apprehensions 
and warnings about a dangerous overall shortage of purchasing 


power wil again have to be heeded. In the twenty years 
since »The General Theory» was published the various pro- 
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Europe and elsewhere has been — and still is — 
such that the authorities have every reason to take 
positive steps to encourage the flow of savings, 
as was in fact done in the British budget sub- 
mitted by Mr Macmillan in April this year, which 
he called “a savings budget”. 

It has long been known that interest rates reach 
their maximum at the very height of a boom — 
they have usually been at their highest in the 
short and long-term markets when steel output 
has been at its peak. The reason is very simple: 
the demand for savings to finance investments 
already started is very strong and at the same 
time the flow of savings has probably been weak- 
ened by wage increases and certain other factors. 
It has recently been reported from the United 
States and western Germany that the rate of 
saving has declined somewhat, whereas the de- 
mand for credit has continued to increase. In a 
speech given on 24th May 1956, Mr Allan Sproul, 
the retiring President of the Federal Reserve 
Bank of New York, said that ‘in the capital mar- 
kets there has been recurring evidence of a ten- 
dency for capital demands to outrun the current 
available supply of savings, with consequent tem- 
porary congestion and some seepage of bank credit 
into capital uses”’. 

The monetary authorities have reacted by 
raising their official discount rates to 5 1/2 per 
cent. in the United Kingdom and western Ger- 
many and from 21/2 to 23/4 per cent. in the 
United States; and at the same time other meas- 
ures have been taken to limit the volume of credit. 
These policies aim at ambitious objectives: to 
prevent the boom from becoming so intense that 
it is likely to be followed by a sharp setback; to 
prevent prices from rising; and in some countries 
to restore equilibrium in the balance of payments. 


positions contained in it have been subjected to much criticism 
and many mistakes have been exposed. There is, however, 
‘something in Keynes’ general approach and method of ana- 
lysis which will very likely stand the test of time and will 
come to be regarded as a permanent contribution to the science 
of economics. Nor must the political influence of »The Gen- 
eral Theory» be underrated: Keynes set out to show that a 
private market economy could solve the problems of depression 
and unemployment. His was a positive line of thought different 
not only from the old laissez-faire policies but also from those 
Strains of socialism which have as their aim wholesale na- 
tionalisations, or the impositions of comprehensive physical 
controls. 
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It is realised that monetary policies alone may not 
be able to achieve these ends and that the public 
sector will have to make its contribution by 
retrenching government expenditure (including 
that on nationalised industries and such officially 
sponsored projects as housing programmes).! The 
measures must, at least in some countries, be fairly 
harsh, since it is necessary to extirpate an in- 
flation mentality based on a belief that prices are 
bound to go on rising. This has been, in fact, the 
fairly general experience in these post-war years 
and many writers on economic matters take the 
view that we may expect prices to continue to rise 
more or less steadily. But it is not at all certain 
that they will prove to be right. 

In the first place, as a result of the heavy in- 
vestment of recent years, it is already possible 
to discern an wpressive increase in the output of 
goods and services. It is well known that some of 
President Eisenhower’s economic advisers were 
somewhat doubtful about the advisability of the 
most recent increase in the discount rate, since 
they feared that consumer buying would not keep 
pace with the increased flow of finished articles. 
Their fears seem for the moment to have been 
unfounded, but everybody admits that these 
matters need watching. 

Secondly, the stiffer monetary policies pursued 
in the United States and Great Britain and else- 
where are undoubtedly acting as a check on 
further price increases. It has already been men- 
tioned that the world commodity markets have 
been characterised by a high degree of overall 
stability and that this stability is not unconnected 


1 Normally an inrease in interest rates leads to a slowing- 
down of house construction for the same reason as it tends 
to reduce the volume of other more long-term forms of invest- 
ment. If a reduction in house construction were to take place 
in the present situation it would in more than one country 
produce a most salutary relaxation of the demand for men and 
materials and would also provide relief in the field of financing. 
It is fortunately possible to report that there is at present in 
a number of countries a certain slackening of the pace of build- 
ing activity, since not only the private economy but also the 
public sector are feeling the effects of the credit restraint. Were 
it not for rent restriction the shortage of accommodation would 
disappear in many places, In the recently issued Annual Report 
of the Ban for International Settlements it is stated that »given 
the high levels already reached in house-building, the checking 
of further expansion in this sector will in several countries help 
to make for a more balanced growth of the economy. In Den- 
mark, the Netherlands, Norway, Sweden, Switzerland and the 
United Kingdom there are now more rooms available per person 
than ever before in these countries’ history.> 
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with the stiffer monetary policies recently adopted. 
It is a matter of considerable importance that the 
British authorities have succeeded in preventing 
any increase in the money supply between 1954 
and 1955 and that in the United States the in- 
crease in 1955 was only 2 3/4 per cent. Further- 
more, producers and traders know that there is 
growing competition in the export markets. In a 
comparison of export prices published by two 
Swiss experts, Dr Gasser and Dr Kneschaurek, in 
the first number of the Swiss publication “Aussen- 
wirtschaft” of March 1956, it is shown that since 
1952 both Swiss and U. S. export prices have been 
on the whole slowly but steadily declining. De- 
mand is still satisfactory: the volume of exports 
of both countries continues to grow, but prices are 
subject to increasing competitive pressure. 

It seems nowadays to be ever more widely 
realised that market conditions and monetary po- 
licies are undergoing a change. In a radio address 
given on 15th November 1955, Mr Per Asbrink, 
the Governor of the Sveriges Riksbank, said that 
“the leading commercial and industrial countries 
of western Europe — that is to say, those coun- 
tries whose policy in fact also plays a decisive 
part in determining our own possibilities of action 
— are at present aiming at making their currencies 
convertible, i.e. exchangeable into gold and dollars, 
as soon as possible. This means, in short, that 
these ’key’ countries are themselves prepared to 
pursue in future an economic policy — and they 
will in fact at the same time force the rest of us 
to follow suit — designed to ensure that the trend 
of their domestic economies shall not again jeop- 
ardise their currencies.” 

There has been rather less talk recently of a 
return to convertibility but almost continuous 
progress has in fact been made towards that goal 
through the relaxation of exchange restrictions 
and further trade liberalisation. Inconvertibility 
is, after all, but another name for the rationing of 
foreign exchange, and rationing is necessary only 
when there is an exceptional scarcity. An increas- 


ing number of central banks are these days ac- 
quiring so much foreign exchange that they no 
longer have any reason for not selling it at the 
official rate to anybody who can pay for it. Re- 
cently published data indicate that in the first 
quarter of 1956 countries other than the United 
States increased their gold and dollar holdings by 
$ 644 million, which is considerably more than the 
gain in the corresponding quarter of 1955 and the 
same gain as in the corresponding period of 1954. 

If it is true, as seems likely, that the period of 
rising prices will soon be over for most countries, 
it is necessary to draw the proper conclusions and 
to adjust policies accordingly. For when the up- 
ward movement ceases it will be even more im- 
portant than it is at present to keep wage increases 
within the limits set by the improvement in pro- 
ductivity. In fact, one of the greatest potential 
sources of danger when there is a downturn in 
the business cycle is the existence of excessively 
high cost levels. Easy prosperity will not last for 
ever. There is probably no reason for extreme 
pessimism, since monetary policies can be reversed, 
the basic structure of the economy has been 
strengthened in many countries, and new in- 
ventions appear to be providing increasing oppor- 
tunities for investment. But fresh problems will 
undoubtedly arise, and it is wise to give thought 
to them without delay so as to avoid falling at 
present into excesses of a kind which would in- 
evitably make matters more difficult in the future. 

Unfortunately, the cost increases are still partly 
attributable in a certain number of countries to a 
persistent tendency towards a rise in government 
expenditure which has the effect of adding to the 
already heavy burden of taxation. A reversal of 
this trend is overdue in more than one country. 
It would really be tragic if at a time when the 
prices of materials and so many other conditions 
are favourable to industrialised areas these ad- 
vantages were to be thrown away owing to failure 
to keep government expenditure within proper 
limits. 
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THE DILEMMA OF THE NEW MONETARY POLICY 
IN SWEDEN 


BY PROFESSOR ERIK LUNDBERG AND BENGT SENNEBY, ASSISTANT MANAGER, 
SKANDINAVISKA BANKEN, STOCKHOLM 


Sweden’s Monetary Policy during 
the Post-war Period 


The reluctance to utilize the traditional methods 
of monetary policy in the endeavours to attain 
economic equilibrium has been one of the most 
characteristic traits of the economic policy pursued 
in Sweden during the greater part of the post-war 
period. The authorities have, above all, hesitated 
to use the interest rate as a regulator of the eco- 
nomic activity in industry and commerce. Just as 
in many other countries it is not until in recent 
years that a more active monetary policy has been 
reintroduced in Sweden. In order to set the back- 
ground to the following discussion of the effects 
of the new course of the monetary policy taken 
as from the end of 1954, it is necessary to give 
a brief and very schematic outline of the policy 
pursued in Sweden since the end of the war. 

Even before the second World War ended the 
interest rates had been lowered to a level which 
can be characterized by the figure 3 per cent. for 
long-term government bonds. During the first 
post-war years the authorities endeavoured to keep 
this level pegged in spite of the fact that the very 
great demand for credit during these years 
brought a heavy upward pressure to bear upon 
the interest rates. The interest level could not be 
maintained without the Riksbank having to step 
in to make considerable purchases in support of 
the long-term bond rate. In this way the banks’ 
liquidity could be maintained in spite of the fact 
that a considerable drain on the foreign exchange 
reserve occurring during 1947 and 1948 had a 
tightening effect on the liquidity of the market. 
As a result of the liquidity injections made by the 
Riksbank, the advances of the commercial banks 
could increase considerably and consequently make 
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the inflation of these years possible. During the 
period 1946—47 the advances of the banks rose 
by no less than Kr. 2,178 million or by 37 per 
cent. 

A certain reduction of the demand for credit 
was noticeable during the following years, 1948 
and 1949, while a new inflationary wave set in 
during the Korean boom. As from the summer of 
1950 the pressure on the rate of interest became 
so strong that during the second half of the year 
the level of interest rates was forced upward and 
towards the end of the year the increase in the 
discount rate came as a late and reluctant con- 
firmation that the general level of interest rates 
had risen by 1/2 per cent. After this the Riksbank 
renewed its supporting operations in order to de- 
fend the higher level which once again made a 
credit expansion possible for the banks. During 
the years 1950 and 1951 the advances of the com- 
mercial banks increased by Kr. 2,078 million or by 
26 per cent. 

During the following years, 1952—53, there was 
again a reduction of the demand for credit which 
in 1954 was sticceeded by a new expansion. In 
October, 1954, an increase in the long-term interest 
rate for bonds of 1/2 per cent. was introduced and 
in the following April there was another increase 
in the long-term interest rate of 1/2 per cent., 
while at the same time the other interest rates were 
adjusted upwards by roughly speaking 1 per cent. 
This general increase in interest rates meant a new 
departure in the economic policy of the post-war 
period and marked the adoption of a more active 
monetary policy making use of flexible rates of 
interest. 

In spite of their rather half-hearted attitude to- 
wards the interest rate weapon, the authorities 
have nevertheless to some extent endeavoured to 
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use credit policy in their attempts to attain a stabi- 
lization of the economy. They started in the autumn 
of 1947 by framing certain rather vague rules for 
the advances of the banks (varying according to 
the purpose of the credits), a so-called qualitative 
credit control. This was in fact the only monetary 
instrument applied in the attempt to reduce the 
very strong demand for credit during 1946—47. 
In connection with the increase in interest rates 
in the autumn of 1950, stiffer requirements for 
cash reserves in the banks were imposed under 
special enabling legislation, but these regulations 
could not prevent an expansion of credit either, as 
the Riksbank had to take steps to augment the 
banks’ supply of liquid funds in order to be able 
to maintain the level of interest rates. In the be- 
ginning of 1952 the cash reserve regulations were 
succeeded by a voluntary agreement roughly mod- 
elled on the previous regulations. This agreement 
is still in force, but in addition thereto a new type 
of credit restriction was introduced in the summer 
of 1955 which meant the imposition of a direct 
control of the outstanding advances of the various 
banks. Every bank was requested to cut its ad- 
vances (not including housing credits which are in 
a priority class) in the course of six weeks by 1 
per cent. compared with the level as on 31st July, 
1955. In April this year this regulation was fur- 
ther stiffened: by the 31st August, 1956, the com- 
mercial banks shall have reduced the mentioned 
portion of their advances to a level which is 5 per 
cent. lower than that of July last year. 

Thus, the monetary policy now pursued (apart 
from the increase in interest rates) is a com- 
bination of three different types of controls of the 
banks. For one thing, it means’ direct control of 
the size of advances to industry and trade, for an- 
other, it imposes control on the banks’ liquidity ; 
and, for still another, certain rules drafted in a 
general way are in force concerning the distri- 
bution of new advances (the priority given to 
housing credits can be included here). In addition, 
the Riksbank through the commercial banks con- 
trols the issue of new bonds and has the right to 
determine both who are permitted to raise such 
loans and the date of issue and the terms of the 
new loans. 

If the periods of a chiefly passive (the years 


1945—54) and a more active monetary policy 
(after 1954) are compared, a striking difference 
will appear even upon a cursory examination. Gross 
national income just about doubled between 1945 
and 1954 as a consequence both of price and in- 
come inflation and of an increase in volume at 
the same time as the deposits and advances of the 
commercial banks rose by about go per cent. and 
the note circulation by slightly more than 80 per 
cent.; in this connection it should, however, be 
borne in mind that there was a certain degree of 
excessive liquidity in the Swedish economy at the 
end of the war. The more restrictive monetary | 
policy which was initiated with a rise in the level — 
of interest rates for government bonds in the — 
autumn of 1954, has been followed by a develop- 
ment pattern which stands out in sharp contrast 
to that of the previous period; gross national in- 
come has continued to rise rapidly (by 7 per cent. 
per annum of which approximately one-half 
corresponds to price rises), while the deposits and 
advances of the commercial banks have in fact 
shown a downward trend. 

The recent experiences from an active mone- 
tary policy give rise to a number of interesting 
questions, and these above all concentrate on the 
following two main problems: Which effects have 
the instruments of the new monetary policy had 
and which effects are they expected to have? And 
in which relations stand these effects to the pro- 
claimed and desirable aims of the development of 
the economy? The first question concerns the 
effectiveness of the monetary policy instruments, 
this problem which has been so keenly debated 
throughout the post-war period but which not until 
now can actually be tested empirically. The other 
question covers the relation between aims and 
means. The point is to examine critically the re- 
lation between the aims of the economic policy set 
by the Government and the results which can 
reasonably be expected to be attained under ex- 
isting econgmic conditions. It stands to reason tha 
in the space of this article we can only deal with 
certain aspects of these very great and complicat 
problems. In addition, we have so far only a ve 
limited experience of the new monetary policy. N 
definite statements can yet be made on the eff 
in the long run, and also in respect of the short- 
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run effects only some tendencies can be discerned. 
Therefore, our conclusions must be provisional 
and our ambition mainly to bring some pertinent 
unanswered questions to the general discussion. In 
our opinion these question-marks prompt to 
caution when taking sides as to the possibilities of 
a successful monetary policy to influence the eco- 
nomic development in the desired direction. 


The aims and means of the monetary policy 


The aims of the general economic policy pur- 
sued by the authorities during the post-war period 
have in various versions been stated to be to main- 
tain economic equilibrium. These aims have in- 
cluded full employment, a stable value of money 
and balance in the foreign payments relations as 
basic criteria. In addition, the importance of a 
state of rapid economic progress as a result of a 
successful economic policy has in various con- 


nections been emphasized. 


As to degree of employment and rate of ex- 
pansion there is no doubt about it that the post- 
war period so far has shown very good results — 
to what extent these results are due to the policy 
pursued can of course never be established ; it can 
anyhow be stated that the steps taken (and not 
taken) have in any case not prevented a desirable 
development in these respects. Thus, there have 
been no general recessions with unemployment ; 
the good results in these respects are disturbed by 
the relatively many years of “over-full” employ- 
ment (1947—48, 1950—51, 195455). According 
to the available calculations, which of course are 
rather unreliable, the real national income per 
capita of the population has been rising at an aver- 
age annual rate of slightly more than 3 per cent. 
during the post-war period. This is in itself a 
relatively high rate of expansion. It should, how- 
ever, be pointed out that this rate by Swedish 
standards — as it is sometimes maintained in 
Sweden — is not exceptionally high. The corre- 
sponding rates of expansion are, as a matter of 
fact, estimated to have been just about as high 
during the periods 1880—19g10 and 1923—1929. It 
is indeed perhaps more remarkable — considering 
the absence of recessions and an investment ratio 
for the entire economy which seems to have been 
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considerably higher during the post-war period 
than during earlier periods — that the post-war 
rate of expansion has not been still faster. As to 
the balance of payments the post-war period gives 
at a first glance more than anything else an im- 
pression of a tolerably well balanced development ; 
the volumes of imports and exports have since 
the pre-war, period shown rather parallel develop- 
ments while at the same time the terms of trade 
have had a primarily favourable trend. But for 
the separate years there have been fluctuations and 
strains (with a large deficit in the balance of 
current payments for 1947 and a large surplus for 
1951). During recent years (from 1954) imports 
have shown a tendency to rise considerably faster 
than exports which is producing relatively large 
deficits in the balance of payments. It is, however, 
above all in respect of its aim to maintain the 
stability of the value of money that the economic 
policy has been least successful; it is only for a 
few years that a certain stability has been brought 
about (1949, 1953—1954). For the whole 10-year 
period of 1945—55 the cost-of-living index has 
risen by nearly 50 per cent. and the industrial 
wage level by slightly more than 140 per cent. 

The various measures of monetary policy in- 
troduced since 1954 have to be understood against 
the background of the earlier failures to hold back 
the inflationary tendencies effectively without the 
application of an actively restrictive monetary 
policy. The great problem is now not only how 
effectively the adopted monetary measures act 
upon the inflationary tensions in the economy, but 
also how, that is, through which channels these 
effects are attained and thus also which other 
effects on the economy and on economic develop- 
ment that may be expected. The problem is, how- 
ever, greatly complicated by the circumstance that 
it is not only a matter of an isolated tightening up 
of monetary policy, this policy being only part 
of a generally restrictive economic policy com- 
prising a severely tigthened fiscal policy (with a 
special investment duty and increased company 
taxes). In this article the attention is concentrated 
on the effects in various respects of the monetary 
measures — accounted for above — which have 
been introduced since the autumn of 1954. 

It is, of course, possible to study the effects of 
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the monetary measures taken from various points 
of view. Stress can be laid on the effect on invest- 
ment and consumer expenditure of the restricted 
supply of money and liquidity in its widest sense 
that will follow when the restrictive credit policy 
has been carried sufficiently far. An expansion of 
total expenditure cannot go on for an indefinite 
period if not the quantity of money (in a wide 
sense) is adjusted upwards. 

When the general level of income and ex- 
penditure continued to expand during 1955 and 
the first half of 1956 in spite of a certain con- 
traction of the supply of liquid funds, this circum- 
stance can be interpreted in various ways. If the 
quantity theory of money is applied, it is possible 
to point to an increased income velocity of money 
in respect of various types of means of payment. 
Some of the available statistical figures support 
such an assumption. So have, for instance, the 
balances of the Postal Cheque Service depositors 
for every month during 1955 and so far during 
1956 been lower than during the corresponding 
months of 1954, while, on the other hand, the 
turnover figures have been higher. In respect of 
the short-term deposits of the commercial banks, 
the balances also show a falling tendency despite 
the fact that at the same time business turnover 
generally has continued to expand. The deposit 
figures of various credit institutions show, too, 
that considerable changes in the distribution of 
liquidity have occurred since 1954. The short- 
term accounts of the commercial banks and the 
deposits of the Postal Cheque Service, which are 
dominated by company balances, have — as said 
above — declined, while savings deposits in com- 
mercial and savings banks have continued to rise 
at about a constant rate of growth. The liquidity 
scarcity has primarily appeared in the business 
sector. 

There are certain buffers in existence which 
must be “used up” before the monetary policy will 
become noticeably effective. It is indeed no doubt 
about it that for many companies in various sec- 
tors of the economy — not least after the strong 
liquidity expansion of 1953 — there have existed 
“unnecessarily large” liquid reserves which can 
now serve as such buffers. The increased rate of 
velocity of money has taken the form of a certain 


levelling out of the distribution of liquidity. Com- 
panies with liquidity difficulties have in various 
ways and using various methods managed to wring 
from suppliers and customers any excess liquidity 
of theirs. In this way bank deposits have been 
transferred from accounts with low to accounts 
with high propensity to spend. Such a process of 
redistribution of liquidity (in the direction of a 
higher rate of velocity) during a period of gener- 
ally rising total income must successively en- 
counter growing frictions and reach limits where 
the expansion of expenditure will be effectively 
checked at more and more points. The rate of 
velocity is, of course, variable in the short run 
but not unlimitedly flexible. The difficulty is, of 
course, that the relations in question are so loose 
and unascertainable for the periods which are of 
immediate interest here. From this point of view 
the Riksbank’s directive to the commercial banks 
to cut their outstanding credits by 5 per cent. 
seems reasonable, the process will have to be one 
of trial and error until a sufficient reduction of 
the supply of liquidity has had the desired effect. 

This type of analysis does not get us far, how- 
ever. Of fundamental importance is, how the liquid- 
ity contraction comes about and which effects 
will result therefrom. From this point of view it 
is of material interest to look into the primary 
effects of the monetary measures introduced since 
1954- 

The strategic factor in the monetary policy of 
recent years is the commercial banks’ advances to 
the private sector of the economy (excluding the 
housing sector). When the direct aim of the Riks- 
bank is a certain rate of reduction of outstanding 
loans of the type mentioned, the main question will 
be what position this factor takes up in an in- 
flationary process. 

The requirements for bank credit of industry 
and trade are no simple function of production, 
turnover or investment activity neither in the short 
run nor still less in the longer run. It is in- 
disputable that the credit requirements tend to 


grow when investments and the turnover of goods © 


increase, but there are at the same time so many 
other factors that will affect the development of 
bank credits that no simple relations can be es- 
tablished. On several occasions the advances of 
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the commercial banks have risen particularly after 
a slump, for instance after 1920, 1929—30, 1937 
and after the peak of the Korea boom in 1951. 
During a slump poorer sales results than expected 
may lead to unintentional stock increases in vari- 
ous sectors of the economy, while at the same time 
the possibilities of self-financing deteriorate as a 
consequence of falling profits and lagging in- 
creases in costs for investments in fixed capital 
decided on during the boom period. On the other 
hand, rising profits and, to begin with, falling 
stocks can during a period of rapidly increasing 
economic activity with rising prices — as during 
parts of the thirties and during 1949—50 — mean 
a high degree of self-sufficiency in large sectors 
of the private economy and thus cause no or little 
increase in the credit requirements. The great ex- 
pansion of credit during 1954 (the advances of 
the commercial banks rose by nearly Kr 1,200 
million) was not accompanied by any general in- 
crease in prices; this was, however, the case to a 
high degree in respect of the slower credit ex- 
pansion during 1951 and 1952. During an infla- 
tionary period the capital requirements of industry 
and trade tend to increase along with a rising turn- 
over and growing costs for investments in stocks 
and fixed assets, but the actual development of 
bank credits will depend also on the concurrent 
changes in profits and not least on changes in the 
profit distribution over different sectors. The sharp 
changes in relative prices which is a characteristic 
of an inflationary economy, give as a result that 
certain branches of business (or companies re- 
spectively) get relatively large surpluses of “‘fi- 
nancial savings” (over and above current invest- 
ment expenditure), while other branches of busi- 
ness (or companies respectively) have deficits of 
“financial savings” with their investment expendi- 
ture larger than the corresponding gross profits 
(after taxes and dividends). In such an unevenly 
inflated economy one of the functions of the com- 
mercial banks will be to transfer savings from 
“deficit” to “surplus” areas. This process will in- 
volve larger requirements for bank credit than a 
period of the same general rise of prices when the 
rise is more evenly distributed (other things being 
equal). The demand for credit turns out to be very 
much a function of the distribution of savings 


(and investments) between companies, individual 
income-earners and the public sector. Thus, an in- 
crease in personal savings which corresponds to a 
rise in investments in the private sector of the 
economy, should require an expansion of bank 
credit, while this need not occur in the case of an 
investment boom with profit inflation. It should 
also be mentioned that capital movements over the 
balance of payments account may further compli- 
cate the situation. Thus, it seams as if the tight- 
ening up of credit in Sweden during 1955—56 has 
partly been compensated for by capital imports in 
various forms. It is possible to regard this phe- 
nomenon as a buffer effect of the same type as the 
one discussed above in respect of the payments re- 
lations within Sweden; importers have to an in- 
creased extent made use of credit facilities abroad, 
and exporters seem to some degree to have been 
able to shorten the periods of payment. 

There can thus be no simple and clear relation 
between the development of the credit volume of 
the commercial banks and the trend of expenditure 
or prices in the economy. The variability in these 
relations is without doubt still greater than in 
respect of the income velocity of money discussed 
above. It must therefore give an extremely un- 
certain course to try to steer the monetary policy 
by using the development of the oustanding credits 
of the banks as a kind of compass. The changes in 
the credits of the commercial banks as well as of 
the other banks can, as a matter of fact, be re- 
garded as the ex post result of extremely com- 
plicated movements of surpluses and deficits of 
“financial savings” for the various sectors (and 
companies) of the economy. The result is, of 
course, also affected by the possibilities of the 
companies to finance their excess of expenditure 
by means of issues of shares and bonds. 

The conclusion made above about the incon- 
gruity in steering the monetary policy by using 
the development of the outstanding credits of the 
commercial banks as a guiding star, is first and 
foremost valid in the somewhat longer run — say 
for a period of 1—2 years. A policy which for a 
very short period aims at a certain reduction in 
outstanding credits can be justified as a shock 
treatment if — which seems to be the case at 
present — the type of the existing inflationary 
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economy is clearly having a strong tendency to- 
wards credit expansion. From the analysis given 
above follows, however, that'just as a consequence 
of such a very restrictive policy, the economic 
outlook will change in such a way that the credit 
development of the banks cannot reasonably con- 
tinue to be useful as a guiding star to monetary 
policy — neither directly nor indirectly via control 
of the cash reserves. It is clear that the authorities, 
first and foremost then the Riksbank, fully realize 
this dilemma. It is only so difficult to find other 
and more rational guiding indicators of a similarly 
distinct nature. 


The effects of the credit policy on the economy 


It is reasonable to say that the disturbance to 
the balance of the economy since 1954 has prima- 
rily come from the investment side of the private 
sector, above all from industry. While real gross 
national income during the years 1953—56 has 
been rising at a rate varying around 4 per cent., 
the volume of private gross investments increased 
by 10 per cent. and industrial investments by no 
less than 21 per cent. from 1953 to 1954. According 
to available statistics for the investment plans the 
propensity to invest in industry has continued to 
be very high: according to an inquiry made in the 
autumn of 1954 the industrial companies planned 
altogether to increase their investment expenditure 
on buildings and machinery by 19 per cent. from 
1954 to 1955 and according to an inquiry made 
in March, 1956, it was still a matter of a rise 
above the 1955 level by no less than 21 per cent. 
As has been shown above the large industrial in- 
vestment expansion during 1954 was accompanied 
by a vigorous credit expansion. It seems as if the 
strongly restrictive economic policy which set in 
at the beginning of 1955 brought on a contraction 
of the abnormally great investment plans: thus the 
actual investment expenditure in industry (at 
fixed prices) increased by only 3 per cent. from 
1954 to 1955 according to available national in- 
come statistics. 

It is, of course, extremely difficult to determine 
afterwards which importance the various measures 
of economic policy can have had to bring on this 


effect. It is probably to a high degree a matter of 
an indivisible aggregate result of all the tightening- 
up measures which may have reduced the original 
expectations of the companies as to a profit and 
sales boom. To the extent that the holding back 
of the propensity to invest during 1955 must be 
regarded as coming from a more guarded view 
of businessmen on the economic prospects which 
ought to have followed as an aggregate result of 
the restrictive economic policy, a dividing up of 
this effect on the different measures will be 
arbitrary within broad margins. An inquiry as to 
the opinion of businessmen on the relative im- 
portance of various measures, covering more than 
2,000 industrial companies,! during the summer of 
1955, is, however, in spite of this source of error 
of great interest in this connection. Allowing for 
all kinds of erroneous sources, the author arrives 
at the following result : 

Percentage contraction of investments as a re- 
sult of 


investment duty 6—7 
credit restraint 5—6 
increase in interest rates © I—2 


According to the final results of the inquiry, 
the total effect of the measures referred to aboye 
indicated a contraction of the investment plans — 
as they were at the beginning of the year — by 
about 15 per cent., above half of which referred 
to the investment duty and the remainder to the 
tightening-up of credit and the increase in interest 
rates. In this connection it should be noted that 
the investment duty tends to affect the result re- 
latively much as this measure was introduced first 
and therefore at the time of the inquiry (in June) 
should have had the longest effect. If the steps 
mentioned had been taken in some other order of 
succession, the relative importance of the measures 
might have appeared quite different. 

It is obvious that the results of an inquiry of 
this kind must be uncertain within wide margins 
— the author underlines this emphatically and 
discusses in detail the possibilities of errors in 
the source material. It is, on the other hand, an 


» Guy Arvidsson, M.£c.: »An inquiry into the effects of the 
investment duty, the credit restraint and the increase in int ; 
rates on investments in Swedish industry during 1955». Ekono- 
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inquiry into actual and important changes in the 
economic policy which must have greatly affected 
the investment outlook of the companies. In con- 
trast to earlier inquiries of this kind, it has not 
been a matter of purely hypothetical changes in 
the interest rates, etc. ; the relatively high frequen- 
cy of replies received (75 per cent.) also indicate 


the interest of the businessmen in the problems in- 


volved. Even though for a number of reasons 
there is basis for doubt as to the precision of the 
results, particularly with regard to the relative 
effectiveness of the various measures, there is 
every reason to pay heed to the tendencies that 
have appeared. The abnormally high investment 
plans under consideration at the end of 1954 seem, 
in fact, to have been reduced to about the extent 
the inquiry arrives at, and in that connection the 
credit policy has apparently played an important 
part. It is also shown by the inquiry that the credit 
and liquidity difficulties have particularly affected 
small business (companies with less than 50 oper- 
atives). 

The paradoxical element in the economic situ- 
ation is really that, in spite of the noticeable effect 
of the restrictive policy during 1955, the invest- 
ment plans for 1956 have nevertheless risen so 
sharply as the figures mentioned above indicate — 
and this despite the maintained and partly stiff- 
ened restrictivity of the monetary and fiscal poli- 
cy. It just seems as if the shock effect of the re- 
strictive policy in the beginning of 1955 has gradu- 
ally spent its force. As far as we understand the 
matter, this development can be enterpreted as a 
result of the pressure of demand on various points 
of the industrial production capacity. The con- 
tinuing expansion of private consumption, public 
expenditure and exports has meant increasing 
backlogs of orders to industry and this has in its 
turn implied increasing demands for an expansion 
of production capacity in various sectors of in- 
dustry. The sharply rising volume of imports of 
various industrial products can be regarded as an 
indicator of this situation. The increase in imports 
in relation to exports can, of course, not be al- 
lowed to continue if a future exchange crisis is to 
be avoided; either exports must increase at a 
faster rate or the demand will have to be covered 
by domestic production to a greater extent than 


T4— 563294 


previously. In both cases there will be a demand 
for increased industrial production capacity. 

The present state of affairs must, in fact, be 
seen against the background of a marked lag since 
1950 of the development of production and invest- 
ment in Swedish industry. Since 1951 the vol- 
ume of industrial production has risen by only 
about 10 per cent. compared with more than 15 per 
cent. for the real gross national product. Industrial 
production has normally during earlier periods 
tended to rise at a considerably faster rate than 
total production represented by real national in- 
come. The same observation about some lagging 
behind also seems to refer to industrial invest- 
ments. According to provisional national income 
statistics the volume of industrial investments dur- 
ing 1955 (at fixed prices) exceeded only slightly 
the peak level of 1951 (by a little above 2 per 
cent.), while during the same time the total gross 
investments of the economy (at fixed prices) rose 
by 25 per cent. Now it is, of course, true that 
comparisons between selected years always are 
doubtful as it is so easy to pick out suitable years 
in such a way as to “prove” a thesis. There is no 
doubt about it that the comparison made above 
gives a too pessimistic idea of the position of 
industry in Sweden, because industrial investment 
expenditure seems to have reached a relatively 
very high peak level during the period 1950—51. 
The increase in the industrial production capacity 
which was brought about during the investment 
boom up to 1951 was evidently, on the other hand, 
not larger than that large expansion needs did re- 
appear during 1954 and 1955. A comparison with 
industrial development in Western Europe con- 
firms the impression of a certain lagging behind 
in Sweden: From 1950 to 1955 the industrial 
production of all OEEC-countries rose by about 
4O per cent. against 15 per cent. for Sweden; in 
the survey of the investment trends in various 
countries for the period 1950—54 made by the 
Economic Commission for Europe, Sweden is one 
of the few countries which report a decrease in 
the volume of industrial investment, while most 
other countries report considerable increases.! 

It should be emphasized that the indicators as 
to a relative lagging behind in respect of the 
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industrial development given above in itself need 
not be understood as involving criticism of the 
economic policy pursued in Sweden. When bal- 
ancing the aims of the total national production 
against each other, it can be quite reasonable to 
allow higher priority to the requirements of the 
public sector for some time. The lack of economic 
equilibrium which is reflected in the excessive 
potential propensity to invest in the industrial 
sector, is due to the fact that the consequences of 
such a priority have not been taken. The direction 
of demand has not been adapted to the change 
in the distribution of investments of the last five 
years and this has resulted in the tendencies of 
recent years towards an investment boom in the 
private sector, inflationary pressure and a deficit 
in the balance of current payments. The lack of 
equilibrium in the economy can be regarded both 
as a consequence of insufficient total savings (or 
excessive total investments) and as a consequence 
of the uneven distribution of demand in relation 
to the direction of investment as discussed above.! 

The present aim and direction of economic poli- 
cy in Sweden should be seen against the back- 
ground of the tendencies dealt with above. The 
main features of the restrictive policy, that is, the 
investment duty, the increased taxation and the 
restrictions placed on the granting of credit by 
the banks in conjunction with the increase in 
interest rates must to a great extent be directed 
against investment in industry and trade. An ob- 
ject of this economic policy is to eliminate the 
inflationary trends by holding back the strong 
tendency towards an increase of the investment 
activities in these sectors. According to the nation- 
al budget for 1956, an increase in industrial in- 
vestment expenditure of 5 per cent. from 1955 to 
1956 is, however, tolerated as possible because of 
the available “space”. For reasons accounted for 
earlier in this article there is no possibility at 
hand to determine with any kind of accuracy to 
what extent the measures in question, including 
the stipulated reduction in the amount of out- 
standing credits of the banks, do correspond with 
this object. Intrinsically, there should rather be 


1 In a dissertation published in May 1956, »Investerings- 
verksamhet och sparande» (Investment and Saving), Dr Lars 
Lindberger has dealt with this problem systematically. 


reason to suppose that during given economic 
conditions increased requirements for credit fi- 
nancing for industrial investment activities should 
arise as compared with those for 1955. According 
to the forecast in the national budget the invest- 
ment expenditure of industry for 1956 will be at 
a higher level than previously envisaged, while at 
the same time the gross profits available for in- 
vestment expenditure will on an average probably 
have fallen. The lower the level of disposable 
profits, the more will industry and trade for a 
given volume of investment become dependent on 
outside financing (by means of bank credits, bond 
loans and share issues). 

From this point of view it is even possible to 
maintain that a criterion of success of the anti- — 
inflationary policy would be that the companies on 
an average grew more dependent on the financing _ 
through bank credits. . 

Taken from this aspect some increase in bank 
credits could be taken as an indication of success 
for the restrictive economic policy and in this way 
need not be a symptom of inflation. As has been 
pointed out above the outlook is to a great extent 
complicated by irregularities in the profit and in- 
vestment development for different companies 
and sectors of the economy, which may cause 
unforeseeable fluctuations in credit requirements. 


Effects on the functioning of the banks 
and the capital market 


The discussion above has landed us in general 
scepticism about the possibilities to determine 
closely the relation between the set aims of the 
economic policy pursued and the guiding princi- 
ples of the credit policy. Harsh credit restrictions 
can have a useful shock effect during a short 
period, but for the reasons mentioned the targets 
set up cannot do for a more long-term policy. 
There is, as a matter of fact, the danger that 
serious secondary effects may arise from a far- 
reaching credit-rationing policy that has been in 
operation for a long time. The normal functioning 
of the banks and the capital market is getting out 
of gear and this may cause disturbances in pro- 
duction and trade. 
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The most serious consequence is perhaps the 
effects which the type of credit rationing now 
used has on the establishing of new firms. It is at 
present most difficult for a newly established com- 
pany to borrow in the credit market in order to 
finance the working-up of its business. The banks 
experience difficulties in satisfying the capital re- 
quirements of their old customers and are more 
disinclined than normally to enter into new en- 
gagements. In the longer run this is bound to 
harm the dynamics of the economy and may in 
this way be detrimental to progress. Also in the 
case of now existing companies the rationing of 
credit means a deterioration in ‘the functioning of 
the credit market. During periods of credit ration- 
ing the banks are less inclined than otherwise to 
take over customers from each other which re- 
duces competition in the credit market. It is proba- 
bly only in the case of customers who from a 
banking point of view are the most valuable in 
the long run, that the competition between differ- 
ent institutions in the present situation is really 
allowed full play. From the point of view of the 
desirability that the monetary policy promotes fair 
methods of competition between the banks, the 
imposition of a cash reserve stipulation is more 
suitable than a direct regulation of the volume of 
bank credits. Under the former alternative a bank 
which manages to increase its deposits more than 
its competitors do, may get opportunities to in- 
crease also its advances. Under the latter alterna- 
tive the space for new credits with every bank is, 
within the limits of the demand for rationing, 
only determined by the repayments and amorti- 
zations of its credits. Under this alternative the 
development of every bank is tied down to what 
its credits amounted to at an arbitrarily chosen 
point of time without any regard being paid to 
varying conditions of competition in the credit 
market. Nor is any allowance made for differ- 
ences in seasonal fluctuations, and in the some- 
what longer run it will be difficult to take cyclical 
and structural changes in the position of the vari- 
ous banks into consideration. For these reasons 
alone the conclusion can be drawn that such a 
primitive instrument of the monetary policy cannot 
be suitably applied for other than very short peri- 
_ ods of time. 


In the Swedish banks the granting of credits is 
normally decentralized to a great extent. The 
application of such a type of credit rationing as 
the one in force at present requires, however, an 
increased centralization of the decisions. Even 
comparatively small loans will have to be considered 
and decided on by the head-offices or principal 
provincial offices of the banks. This system is 
unwieldy and inelastic and still less attention than 
normally can be paid to the profitability of the 
projects. 

In spite of the stiffness in the fixing of the 
interest rates, there is, however, a certain credit 
rationing according to profitability of the projects 
in the form of varying requirements for amorti- 
zations. In a situation of credit restraint the banks’ 
demands for a speeded-up rate of amortizations 
will increase. It is, as a rule, easier for a credit 
applicant who can promise early repayment of the 
credit, to obtain his loan than an applicant who 
cannot do this. As an early repayment of a loan 
as a rule presupposes a high rate of yield on the 
investment, this implies in itself a certain grading 
according to the profitability of the projects. But 
in practice this does only refer to credits to be 
used for investment in fixed assets. Working 
capital credits are not amortized but are adjusted 
to what the companies deem necessary to keep 
their business going to the extent required. It is 
most difficult for a bank to try to reduce working 
capital credits. A continued increase in the turn- 
over of the companies (as is envisaged this year in 
the national budget) will lead to fully justified 
demands for increased working capital credits. 
When it, therefore, is a matter of implementing a 
stipulated decrease in the granting of credit, such 
a decrease will most likely fall primarily on new 
credits for investment in fixed assets. 

No control is absolutely watertight; there are 
always some loopholes. The credit restrictions ap- 
plied during the post-war period have chiefly been 
aimed at the commercial banks. Other credit insti- 
tutions have not at all or only slightly been affect- 
ed by them. This has resulted in the demand for 
credit to some degree having been transferred to 
institutions which have been less strictly super- 
vised. So has, for instance, since the new policy 
of restraint was introduced in the autumn of 1954, 
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the credit-granting of the insurance companies to 
industry continued to rise; this holds true also of 
the advances of the rural credit societies. It is, of 
course, important that there is effective compe- 
tition in the credit market, but it should be compe- 
tition on about equal terms. As it is the Swedish 
credit market tends to become less fungible. There 
will be more of watertight bulkheads with ac- 
companying discrepancies in the appraisement of 
profitability and security. An expression of this 
is the emergence of a “grey’’ credit market which 
does not include only the movement towards a 
redistribution of liquidity discussed in a preceding 
part of the article, but also the granting of long- 
term credits occurring between companies. The 
circumstance that the granting of credits in this 
way because of an unevenly distributed credit 
rationing is directed outside of the commercial 
banks must be regarded as a backward step in the 
development. This form of credit-granting may 
easily involve certain risks both to lenders and 
borrowers. The various transfer and distributing 
mechanisms of the credit market are not as a rule 
available to intercompany credits, and this is also 
a field of which the parties have little or no ex- 
perience. 

An irregular credit policy making rather harsh 
inroads on the economy in the form of restrictions 
imposed on it may gradually bring the companies 
to change their attitude so that they no longer dare 
to lean on the credit market for the financing of 
investment objects which often must be planned 
a long time ahead. If a bank promises a credit in 
advance, it may not be able to carry out this 
promise when the funds are needed, and to raise 
a credit already when the project is being planned 
is not rational either from the point of view of 
business management or credit policy. From this 
follows that the companies will to an increased 
extent have to restrict their investments to what 
their self-financing permits. This tendency will 
mean a further limitation of the fungibility of the 
credit market. It is, of course, not at all so very 
certain that a company with a high degree of self- 
financing has the best investment projects from 
the point of view of profitability. As has been said 


above, it seems, in addition, as if the smaller com- 
panies, which often relatively speaking are more in 
need of credit than the larger ones, as a rule are 
much more exposed to the impact of credit re- 
strictions of this type than the larger companies. 
As far as the small companies are concerned it is 
probable that the indirect effects of the credit 
restrictions have caused them the greatest trouble; 
in the competition for the liquidity the smaller 
companies have, both as customers and suppliers, 
tended to be squeezed between the bigger business 
firms. 


The points of view on the structure and func- 
tioning of the credit market under the existing 
policy of credit control, dealt with in this part of 
the article, are intended to supplement in some 
respects the preceding discussion of the cyclical 
effects. Our conclusions point in the same di- 
rection: The existing norms of the credit policy 
do not seem to be very rational. The relations be- 
tween the aims and the means of the monetary 
policy are not obvious, particularly in the some- 
what longer run; certain distorting effects are 
appearing in the credit market. The dilemma in 
respect of the new, more active monetary policy is 
the very fact that, on one hand, this type of policy 
can effectively slow down and stop inflation (not 
least in the business sector a restrictive monetary 
policy must be rather welcomed as a substitute for 
physical controls and as a complement to the fiscal 
policy carried out), but on the other hand the 
policy lacks rational norms and tends to have 
disturbing effects on the direction of investment 
and also tends to reduce the fungibility of the 
credit market. The important problem is to what 
extent these disturbances are necessary conse- 
quences of an active monetary policy under post- 
war conditions and to what extent a better result 
could have been reached, if the tightening-up could 
have been introduced during an earlier phase of 
the boom period since 1954, if other norms had 
been applied and if the credit and capital markets 
had been allowed to function more smoothly by 
means of more flexible rates of interest. These 
problems will be dealt with in a following article. 
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SOME CURRENT TENDENCIES IN PERSONNEL 
ADMINISTRATION 


BY HANS ROBERTSSON, SKANDINAVISKA BANKEN, STOCKHOLM 


The views put forward here make no claim to 
form a complete picture of personnel adminis- 
tration at the present day. They are merely a few 
comments based on what has been observed in 
some current investigations and in the literature 
on the subject, as well as on subjective obser- 
vations. Nor are the tendencies described confined 
to any particular type of enterprise or any partic- 
ular industry, though naturally it is often the 
larger enterprises which lead the way. Again, only 
the future can show whether the trends referred 
to will endure. 

What is most easily observed when one looks 
at the personnel function in different enterprises 
is its great quantitative growth. Nowadays most 
large and medium-sized firms have personnel de- 
partments employing a considerable staff. And 
these have often grown up in only one or two 
decades. There are two main reasons for this. In 
the first place, the enterprises have greatly in- 
creased tasks to perform in the personnel field. 
Such developments as income tax payable at 
source and the new national health insurance 
scheme, to mention only two examples, have called 
for the services of hundreds — perhaps thousands 
— of personnel employees; and if a compulsory 
pension scheme is introduced in accordance with 
the proposals put forward we can expect that 
another couple of personnel staff will be needed 
for every thousand employees. In this connection 
we should also mention the increased volume of 
data in the form of personnel statistics and similar 
matters which are required by the labour market 
organizations. 

The second reason for the quantitative increase 
in the personnel function consists in the greater 
interest displayed in personnel questions and. the 
increasing importance attached to them, not least 


from the viewpoint of business efficiency. Some 
industrialists were recently asked whether they 
considered the increase of the personnel function 
to be a product of the prevailing boom conditions. 
They answered in the negative and expressed the 
opinion that the personnel function will probably 
be accorded the same importance even in less 
favourable economic conditions. 


Changed position and new tasks 


The increased emphasis which has thus been 
laid on the personnel function has also been 
marked in a number of enterprises by the fact 
that the personnel department or the personnel 
manager has been given a higher position in the 
organization than previously. An investigation of 
the organizational development of some Swedish 
enterprises over a period of more than ten years 
shows that during this time several of these firms 
have established new positions of personnel man- 
agers either within the ranks of the top manage- 
ment of the business or directly below, that is to 
say at a higher level than was previously allotted 
to this function. This may in its turn result in 
greater centralization in the handling of personnel 
questions. 

The more prominent role given to personnel 
administration is not only connected with the in- 
crease in the tasks allotted to it. Another tendency 
which one seems to observe is that certain tasks of 
the personnel administration are beginning to be 
more strongly stressed. Hitherto, the personnel 
function in Swedish enterprises has been fairly 
strictly confined to executive tasks which could 
with advantage be centralized, e.g. employment, 
registration, administration of wages and salaries, 
etc. Now one can observe an increased interest 
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and also increased effort in the planning and 
control of personnel matters. 

In some of the larger enterprises this tendency 
has been reflected in an organizational change. 
These firms now have one or more personnel 
departments closely connected with production, 
which deal with operational matters, and in ad- 
dition a central “policy” section, often at a very 
high level, which concerns itself with planning and 
control in the personnel field. 

Perhaps the most evident feature is the in- 
creased emphasis placed on personnel planning. 
Measures planned and prepared in a business 
which involve expansion or reorganization often 
call for changes in the firm’s personnel structure. 
To mention only two of the consequences, new 
categories of employees have to be engaged or 
certain groups of employees have to be retrained. 

It is a characteristic of personnel measures, of 
course, that they only yield their: results in the 
long run. Before a recruiting or training pro- 
gramme begins to bear fruit, several years may 
have elapsed from the time the first steps were 
taken. The planning of personnel measures must 
therefore be commenced at an early stage. Among 
other things, this seems to require that the official 
responsible for the personnel function should 
occupy such a position in the business that he can 
be informed of the long-term plans of the manage- 
ment. 


Two funds of knowledge 


This emphasis on the planning function in 
personnel administration has necessitated the use 
of certain aids. The basic idea is as follows. What- 
ever the personnel measure to be planned or exe- 
cuted, it must be done on the basis of two funds 
of knowledge. In the first place there must be 
knowledge of the work and the positions and the 
qualifications for these, and in the second place 
there must be knowledge of the various individu- 
als. If, for example, one considers the planning 
and execution of placement and promotion meas- 
ures it is necessary in the first place to obtain 
from one’s fund of knowledge of the positions 
what the actual positions mean and what qualities 
they call for. After this one looks at the people 


who appear to be eligible and one weighs their 
qualities against the requirements of the positions. 
The method of approach is similar in the case of 
employment, training, salary fixing etc. 
Unfortunately the individual who has to act and 
decide in these personnel questions can seldom 
hope to combine both these funds of knowledge 
in his own person. He must. obtain information 
from a number of people in the firm. This can be 
done either verbally, from case to case, or in a 
more systematic way. Job analysis and merit 
rating are two aids for the gathering of this know- 
ledge. Job analysis gives a knowledge of the work, 
and the positions and the qualifications for these. 
Merit rating gradually builds up a picture of how 
various employees carry out the work which they 
are set. These instruments have proved their abili- 
ty to give valuable basic material for personnel 
planning of a long-term character. However, the 
obvious sources of error in the methods mean that 
the material must be treated with great caution. 
Planning in personnel administration further 
requires that personnel statistics should be de- 
veloped into an instrument which can give useful 
information. Analysis of, for example, the age 
structure in different groups and categories give 
valuable information about future needs. Similar- 
ly, a detailed calculation of the turnover of person- 
nel arising from factors other than retirement may 
be very suggestive. The new possibilities offered 


by the punched-card systems of personnel records 


are now well recognized. 

Testing is also an instrument which has come 
into increasing use for giving a better knowledge 
of individuals and thereby a more reliable basis 
for planning. Hitherto, experiments with tests 
have concentrated mainly on the employment as- 
pect. But there are certain experiments going on 
in the construction and standardization of test 
batteries which would also provide useful data for 
the selection of supervisory personnel and man- 
agers, for example. 


The budget —an instrument for personnel 
questions 


Various forms of budgeting in the personnel 
function constitute an instrument which links up 
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with both planning and control and which is com- 
ing into increasing use. Broadly speaking, three 
different forms of budget are employed: first, a 
purely fimancial budget of the usual personnel 
costs and the costs of the personnel section; 
secondly, a budget of numbers comprising the 
estimated loss of employees and need for new 
employment; and, thirdly, a “load” budget which 
states the labour force required for different sec- 
tions and tasks. These forms have been named in 
order of normality, but the logical order is proba- 
bly exactly the reverse. We should begin with a 
“load” budget, go on to the question of numbers 
and end with the costs. 

The budgeting of personnel costs involves ob- 
vious difficulties. Whether it can be done success- 
fully depends primarily on whether the cost ac- 
counting system of the business is sufficiently 
detailed to enable the real costs to be ascertained. 
Moreover, there is a difficult question of judge- 
ment connected with what is to be included, for 
example when calculating the costs for the train- 
ing conducted by the firm. Are we to confine our- 
selves to the direct outlay in the form of ex- 
penditure on instructors, material, etc., or should 
we also try to calculate the costs which arise be- 
cause the students are taken away from their 
normal work? Usually it seems to be the practice 
to begin by budgeting only the direct costs and 
then later gradually to include other costs oc- 
casioned by the various personnel administration 
measures. 

In the case of the budgeting of numbers, also, 
it is usual to proceed from the simpler to the more 
difficult. Firms begin by calculating the loss of 
personnel and the requirements of new employees 
during the coming year for the business as a 
whole. After that they may make the budget more 
detailed, for example by considering different age 
and training groups separately. 

The budgeting of “load” requires the measure- 
ment or assessment of a normal quota of work 
per individual in the tasks concerned. On the basis 
of this one can then proceed to budget for a 
suitable number of employees per job unit. If one 
has in addition some form of work measurement 
it is possible to follow up the intensity of work or 
the degree of load. 


This procedure of utilizing different forms of 
budgeting also serves another modern tendency in 
personnel administration. This is the attempt to 
get a more definite idea of the economic con- 
sequences of the personnel measures and a clearer 
impression from the business efficiency point of 
view of the work done by the personnel function. 
For example, the starting of some form of train- 
ing may be said to be an investment, often one of 
considerable size. Whereas in the case of other 
investments it is customary to carry out a careful 
calculation and financial assessment of the ex- 
pected results, it has hitherto been relatively rare 
for firms to make a financial estimate of the yield 
or profit that an investment connected with 
personnel administration may be expected to give. 
We need at least to have such an idea of the costs 
entailed by a personnel administration measure 
that we can make estimate whether the expected 
result will be in the desired proportion to the 
expense entailed. 

Another example may be mentioned. Is it more 
desirable from the economic point of view to train 
and develop the firm’s own staff for certain quali- 
fied posts or to employ better equipped person- 
nel from outside? How much will special training 
of the firms’s own personnel cost, and how long 
will it take to impart to an “outsider” the knowl- 
edge of the business which is required and which 
the present employees already possess? If we have 
an economic conception of the personnel function 
we can at least make some approximate calcula- 
tions. This is not to say that a question such as 
this should be decided solely on economic grounds. 
Such factors as the importance of giving the 
firm’s own staff opportunities of development 
must also be taken into account. It is, however, 
probably essential to get a basis for weighing 
alternative courses of action against one another 
from the point of view of cost as well as of other 
considerations. 


The individual in the centre 


Another tendency is a transition, or perhaps 
one ought rather to say a return, to a more indi- 
vidualistic approach and method in personnel 
questions. The instruments mentioned have, it is 
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true, the primary task of giving a picture of the 
personnel situation of the enterprise as a whole, 
but equally important is the information they can 
give concerning the various positions and em- 
ployees. Experience and research have shown that 
the best results — from whatever angle one is 
looking — can be achieved by taking individual 
soundings from case to case. The differences be- 
tween individuals are so obvious that general 
methods of treatment are not enough. “Every man 
in the right place”, “Training according to indi- 
viduals needs” and “From case to case” are old 
slogans which have acquired a new significance. 

Although one may be convinced of the ad- 
vantages of an individual approach it is necessary 
to realize that this involves increased problems. It 
demands, among other things, a better and deeper 
knowledge of the individuals and this is often 
very difficult to obtain. This increases the possi- 
bility of wrong ratings and the likelihood that 
measures taken on the basis of these will prove 
unsuitable. All this serves to emphasize the ne- 
cessity that the instruments used in personnel 
administration should be progressively improved 
and made more reliable. It also underlines the 
need for purely subjective judgments to be supple- 
mented by other data of which the accuracy can be 
more readily determined. It is desirable that 
purely scientific methods should be used more 
frequently in personnel administration than is at 
present the case. 

The individual approach has also the conse- 
quence that the personnel department must try to 
follow the progress of every employee during his 
whole period of service in the firm. It is not 
sufficient to collect data only when a certain 
measure is contemplated. This means an increased 
load of work on the personnel function, not least 
as regards its contact with the supervisors and 
managers. 


Personnel work requires special knowledge 


The tendencies mentioned up to the present 
have a consequence which is attracting increasing 
attention, namely that a position in personnel ad- 
ministration is a specialized job which calls for 
special training and practice. The various instru- 


ments which have been outlined here require, for 
example, a certain training or special practice if 
they are to be used in the right way. Previously it 
has been usual to pay attention to personality and 
inclination in the choice of personnel officers. 
These things, of course, still have the same im- 
portance, but at the same time it is necessary to 
require from these officers that they shall be 
trained in personnel techniques and have some 
acquaintance with scientific method. ° 

Unfortunately the facilities for obtaining such 
special training in Sweden are not very great. 
Certain courses in personnel administration are 
held, for example those of the Swedish Em- 
ployers’ Confederation at Yxtaholm. In addition 
to this, however, it seems desirable that business 
executives should have access to comprehensive 
basic training in the relevant aspects of psycholo- 
gy, sociology, economics and organization as well 
as in personnel techniques. 


The role of supervisory personnel 


Finally in this connection I shall deal with what 
is perhaps the most urgent question at the present 
day, that of the division of the treatment of 
personnel questions as between the supervisors and 
the personnel department. Starting from the as- 
sumption that both groups have the common’ aim 
of working for the efficient and frictionless work- 
ing of the enterprise, some results of recent re- 
search can be sketched in as a background. The re= 
searches of the last few decades in industrial 
sociology and psychology strongly emphasize the 
importance of the relations between the super- 
visory personnel and their subordinates. Investi- 
gations undertaken to examine the optimal con- 
ditions for productivity have also reached the same 
conclusion. Among other results the following 
may be mentioned. 

In the first place, an efficient supervisor has a 
more diversified collection of tasks than an in- 
efficient one, that is to say he has a number of 
tasks over and above those also performed by his 
subordinates. It has, for example, been found that 
efficient supervisory personnel devote more time 
to direct supervision and contact with subordi- 
nates. They also devote more time to planning and 
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are regarded by their subordinates as being good 
at this. Moreover, where the supervisory person- 
nel are inefficient there is also a great probability 
that self-appointed leaders will arise and take over 
part of the contact work which should, of course, 
be the responsibility of the supervisor. 

In the second place, the investigations show that 
efficient supervisors give their subordinates 
greater freedom and responsibility in the exe- 
cution of the work and that they delegate tasks to 
a greater extent. The inefficient ones tend rather 
to concern themselves overmuch with details and 
attention to orders. 

In the third place, efficient supervisors are 
characterized by being ‘“‘personnel-minded”. They 
regard the human being as the most important 
element in production. They endeavour to create 
among their subordinates a feeling of satisfaction 
with the work. The manner of doing this varies 
from one situation to another, but a normal 
tendency is that the supervisors show interest in 
the personal situation and problems of their sub- 
ordinates. This has the result that the contact be- 
tween supervisors and subordinates is very good. 

In the fourth place, an efficient working group 
is characterized by good personal relations among 
the various individuals. There is a feeling of pride 
and solidarity with the group, a pride in the 
general feeling of mutual helpfulness which exists 
among the members. 

These research results and supplementary ex- 
perience in a number of enterprises clearly show 
the importance of the supervisors having contact 
with their subordinates even in matters which do 
not belong directly to the work. Sometimes the 
personnel department can actually be an obstacle 
to this contact if it takes up different personnel 
questions direct with the employees concerned. 
This can’ apply even to such trivial matters as 
doctors’ certificates, information for personnel 
records and so on. Earlier writers pointed out the 
desirability that the personnel department should 
relieve the supervisors of work on personnel ques- 

tions. This is naturally still true today, but the 
' personnel department should beware of applying 
this principle to the extent of depriving the super- 
visors of their contacts with their subordinates. The 
personnel department should work together with 


and through the supervisors. This has obvious 
reference to the welfare duties which, to a great 
— perhaps too great — extent, have been given 
over to the personnel department. 


Training of supervisors in personnel questions 


In order to help supervisory personnel to meet 
the requirements expected of them of participating 
more actively in the handling of personnel ques- 
tions, it has become quite common to arrange 
training courses in these questions for different 
categories of supervisors. There are a number of 
courses arranged by different organizations and 
institutions and some enterprises themselves ar- 
range courses. 

The need for these courses has been rendered 
urgent by the fact that training in questions of 
supervision is not given in most of the educational 
institutions in Sweden and that a good basic edu- 
cation does not guarantee any knowledge of these 
questions. Moreover, supervisors are more often 
selected for their technical ability and knowledge 
than for their capacity for leading others and 
directing the work. 

The object of these courses is to create interest 
in personnel questions and to bring various prob- 
lems into the limelight rather than to give a real 
training in supervision. It is thought, moreover, 
that such courses will give the management an in- 
creased awareness of which problems are urgent 
and how the supervisors view their position. It 
may also be hoped that material will be gained for 
the formulation of a personnel policy and of 
various principles for the personnel measures of 
the enterprise. 

Normally the courses cover three main subjects. 
The members are first introduced to the basic 
facts in industrial psychology and sociology. Then 
different personnel measures are considered, for 
example introduction, instruction, training, the 
giving of orders, correction, merit rating, etc. 
Finally the course deals with certain organization- 
al questions, for example how the supervisory 
positions should be formed, responsibility and 
authority. The normal length of a course seems 
to be from 10 to 15 sessions. Usually the training 
takes place in the form of group discussions with 


94 SKANDINAVISKA BANKEN 


not more than I5 persons in each group. The dis- 
cussions are often based on a case or a role- 
playing. The discussions are led sometimes by out- 
side experts and sometimes by employees of the 
enterprise. In some firms, members of the group 
take turns at leading the discussions, a procedure 
which also provides practice in conference tech- 
nique. 

It is difficult, perhaps even impossible, to de- 
termine the results of such training. One’s im- 
pression is, however, that it increases the interest 
taken in supervisory work and brings up for dis- 


cussion and clarification questions which formerly 
were dealt with in a manner that was far from 
uniform. The value of the courses seems to be 
materially enhanced if all grades of supervisory 
personnel take part, including the managers. 

Thus, the last of the present-day tendencies in 
personnel administration can be summarized as 
increased decentralization of personnel matters 
by leaving them to the supervisors to deal with 
and greater emphasis on the role of the person- 
nel department as a service organ for the firm’s 
managers and supervisors. 


THE COMPANY ACCOUNTS FOR 1955 


The balance sheets and profit and loss accounts! 
of the large Swedish companies for the financial 
year 1955 reflect the high activity which charac- 
terized the Swedish economy during the said peri- 
od. In comparison with 1954 the total turnover 
rose by fully 10 per cent. or about as much as 
from 1953 to 1954. The turnover increase oc- 
curred in nearly all the companies; only thirteen 
— thereof three textile enterprises — out of a 
hundred companies had a decline in sales. The 
biggest increase in turnover is accounted for by 
the iron industry (19 per cent.) and the engi- 
neering workshops (13 per cent.), whereas the 
textile enterprises (eight) taken as a whole show 
as good as a nearly unchanged turnover figure. 

However, costs have risen somewhat more than 
income. The total amount of wages and salaries 
paid by the surveyed companies last year rose by 
approximately 12 per cent., partly as a result of 
a general wage and salary advance, and partly on 
account of the number of persons employed hay- 
ing increased somewhat. Also other cost items in- 
creased, and the reported total net profits have 
therefore risen only by not quite 4 per cent. This 

1 This survey is based on an inquiry comprising about 100 
large Swedish companies, the total number employed in 
which was 280000 and the total sales of which amounted to 


nearly 12000 million kronor. The last survey appeared in the 
1955:3 issue. 


percentage for the total rise, however, disguises 
considerable variations. Thus not less than 41 of 
the surveyed companies report a decline in profits, 
even if the decline is in most cases comparatively 
small. 

In spite of the comparatively insignificant rise 
in profits it has been possible to increase the total 
dividends by 11 per cent. This increase has proba- 
bly its cause in the growing financing difficulties 
of industry. As it appears very uncertain whether 
the enterprises will be able to procure credit to 
the extent required (particularly bond loans), 
there remains as a way out the subscription of 
new capital, but an increased resort to this form 
of financing necessitates higher dividends. The 
gradual increase in the general interest level since 
last year by about 1 per cent. has probably also 
conduced to an increase in the dividend rates. 
Finally, the increased dividend paid by a couple 
of the reviewed companies is the result of new 
issues during the year ; an augmented share capital 
naturally necessitates a higher dividend. 

The balance sheets of the companies also re- 
flect last year’s expansion, as is shown by the 
accompanying table. The fixed assets rose con- 
siderably more than in 1954. This was also the 
case with the current assets where, however, im- 
portant displacements have occurred. Cash in hand 
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Balance Sheets of about roo Large Companies (Mill. Kr.) 
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Increase or decrease 


Assets 1953 1954 1955 1953-54 1954-55 
BEMRUCITRESOIS eT hs ee 6471 7 092 7 807 + 621 +805 
BIMWRICUREIOCKS). <0 fs. sss sua alte (2 225) (2 381) (2 918) (+ 156) (+537) 
Eaciwingpand und at bank)... . 6. 4% (2 116) (2 291) (1 921) (+175) (—370) 
TRA, aie 75 A sr 5 108 5 687 6 400 +579 +713 
Total assets 11579 12779 14 297 + 1 200 +1518 
Liabilities 

BRoriterm) liabilities. . . 6. 6 1 ew 3559 4170 5 064 +611 + 894 
Weongatermm liabilities. 2. . 1 6 ewe 8 2414 2512 2 608 + 98 +186 
of which funded for pension purposes. . . (718) (848) (899) (+130) (+51) 
mpinimandxeserves <5 ek ee es 5 606 6097 6535 +491 + 438 
Total liabilities 11579 12779 14 297 +1 200 +1518 
SGU (PRG oo le an 480 544 564 + 64 + 20 
MRI ARIAT EMER OIPa eS fp 2 Soy oe ee 181 308 342 + 27 + 34 

Dividends as a percentage of capital and reserves 5.0 5.1 5-2 


and at bank declined substantially, whereas the 
book value of stocks and other current assets 
(mainly accounts receivable) increased. The de- 
cline in cash assets is of course a consequence of 
last year’s strongly restrictive economic policy. 
The high liquidity in the business sector was 
one reason why the enterprises could increase their 
activity considerably during 1955 in spite of the 
economic policy having been to such a high degree 
directed towards containing their operations. A 


good deal of this liquidity was lost in the course 
of last year. 

The expansion in the activity of the companies 
was financed mainly by short-term credits, which 
increased considerably more than in 1954. The 
long-term credits also continued to rise, although 
in a much less degree than the short-term ones. 
The rise in visible capital was about the same as 
in 1954. 

Buse 
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THE ECONOMIC SITUATION 


Lack of uniformity in the business trend 


The Swedish economy is characterized, on the 
whole, by a very high degree of activity notwith- 
standing the sharply restrictive economic policy 
adopted in the autumn of 1954 and since then 
tightened up several times. Among other things, 
the credit restrictions were once more made con- 
siderably stiffer in April last. However, the pic- 
ture presented by the business trend is somewhat 
diffused at present and is therefore difficult to 
assess. On the one hand, there are a number of 
factors indicating some slowing-down of activity 
— e.g. the slightly reduced strain on the labour 
market and the relatively small rise in industrial 
production. During the first four months of the 
year the volume of production was scarcely 2 per 
cent. above the corresponding level last year. What 
may possibly be regarded as an additional factor 
is that the rate of wage increases has likewise 
slowed down: from nearly 10 per cent. for 1954— 
55 to about 5 per cent. for 1955—56. Further, 
there has been a not inconsiderable increase in the 
number of bankruptcies and protested bills — a 
development that at any rate indicates a growing 
disparity in the business situation as affecting dif- 
ferent fields of business activity. On the other 
hand, there are factors affording evidence that 
the expansive tendencies are as strong as ever. 
Instances of this are the keen propensity to invest 
shown by the private sector anda continuing rapid 
rise in exports and imports. 

On the labour market there was some increase 
in unemployment during the severe winter — 
particularly among building operatives. However, 
the number of vacant jobs rose during the spring, 
and the situation can now be said, on the whole, to 
be such that the available resources of manpower 
are being well utilized and that there are no sub- 
stantial reserves of manpower left. In spite of the 
rise in employment in recent months — which is 
of course largely a seasonal phenomenon — the 
tendency towards a more balanced labour market 


position observable towards the end of last year 
has been even more marked in the current year. 
Statistically, this tendency is most clearly brought 
out in the smaller number of vacant jobs reported 
to the labour exchanges — 8 per cent. lower dur- 
ing the first four months of the year than in the 
same period of last year. On the other hand, the 
number of those applying for jobs was 17 per 
cent. higher than in 1955. At the same time the 
turnover of the labour force, according to the — 
Social Welfare Board’s statistics of the number 
of industrial workers who have left their jobs, has 
dropped to about the same level as in 1952 and 
1953- 

The trend on the labour market during the past 
half-year has, moreover, implied that the demand 
for labour within certain occupations and in cer- 
tain districts (notably Stockholm and Gothen- 
burg) has not fallen off — rather, it has increased 
—, whereas elsewhere some difficulties have 
arisen in maintaining employment. This tendency 
to a locally more disparate labour market situation 
is no doubt a result of the stringent policy that 
is being pursued, and the tendency may become 
still more pronounced in the latter half of the 
year, especially during the autumn, when the de- 
mand for labour generally shows a seasonal de- 
cline. 

How industrial production changed during the 
first quarter of this year compared with the same 
period of 1955 will be seen from the following — 
table, based on the Federation of Industry’s index 
of production: 


Change in per cent 


Capital goods industry. ....... ee 
Consumer goods industry. ...... = 
Ore-mining and metal industry... . 
incl. iron-oxe* Mines . 5 . 5s 5) au 
iron & other metal works . . . 
engineering industry. ..... 
Him ber dadustry. <5 2c coun Meer 
Pulp and paper industry ...... . 
incl. pulp industry 
paper industty .0. 4 wee ee 
Hood, industry. ~"c , 2, 5 Beuueet nae 
leather and shoe industry ..... . 
Textile and clothing industry. .... 


-~ 
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As will be seen from the table, the increase in 
production has been greatest at the iron mines 
and the iron and other metal works. On the other 
hand, the timber industry records a heavy fall in 
production, this being largely due, no doubt, to 
the severe cold during the first two months of the 
year. In the engineering industry a continued rise 
in production has been possible thanks to the 
heavy demand for machinery, tools and other 
capital-investment goods both at home and on the 
export markets. 


Investments and foreign trade 


A noteworthy feature of the economic develop- 
ment so far during the year has been the relatively 
high propensity to invest that has existed in the 
private sector in spite of the present stringency 
being directed so intensively towards checking the 
rate of expansion in the investment activity. Ac- 
cording to an inquiry instituted in March as to 
industry’s investment plans for 1956, an increase 
of 14 per cent. is foreseen (compared with 1955) 
in the expenditure on machinery and equipment 
and of 33 per cent. on buildings and plant. A 
corresponding inquiry circulated last autumn had 
indicated some reduction of investments in ma- 
chinery, and a 20 per cent. rise in building invest- 
ments. Thus, these two inquiries show clearly that, 
despite the gradual tigthening-up of economic poli- 
cy, the wish to make capital investments has in- 
creased since last autumn. 

This circumstance can be explained in various 
ways. There is manifestly a very strong demand 


Foreign Trade. (Million Kr.) 
(Current 3-months averages.) 


Mill, ——— Imports, — = = — Mxporis. Mill. 
Kr. < 


1951 1952 1953 1954 1955 1956 


for goods on the part of buyers, and this gives 
rise to a need for an expansion of production. A 
similar demand is coming from our export 
markets. It is typical of the international boom 
prevailing at the present time that it is largely 
borne up by a heavy expansion of investment 
activities. In most industrial countries plans are 
reported for huge increases in investments; by 
international standards the rising figures revealed 
by the Swedish inquiries do not seem to be par- 
ticularly high. It is but natural that Swedish firms 
should try their best to keep pace with this de- 
velopment in order to maintain their competitive 
powers. 

On the domestic market also there is clearly a 
considerable demand for goods both for consump- 
tion and for investment purposes. The policy of 
stringency has sought unfairly to put a brake on 
investments in the private sector, whereas other 
expenditure sectors such as private consumption 
and the public sector (including house construc- 
tion) have been affected by it only to a minor 
extent. 

In the preliminary national budget for the cur- 
rent year a 2 per cent. rise in private investments, 
compared with 1955, was anticipated. Owing to 
the fact that the questionnaire regarding new in- 
vestment projects evidenced a far greater increase 
than had been expected, the revised national 
budget allows for a 5 per cent. rise in investments. 
Similarly, the estimate of the increase in public 
investments has been raised from 2 to 3 per cent. 

Foreign trade during the first five months of 
this year shows an increased deficit, viz. Kr. 965 


Wholesale Price Index of the Board of Trade. 
(1935 = 100.) 


General Index. 


— —— — [Import Prices. 
Export Prices. 
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million as against Kr. 949 million for the same 
period of last year, as will be seen from the table 
given below : 


Imports Exports Sanne 
(Mill. Kr.) 
Jan.—May 1050... 5 = > 2 228 2 041 187 
> PAM OMG Tn ob 3 671 2927 744 
> OLS ee 5 oe 4028 3599 429 
~ a) 1053 ee titu sae 3 331 2774 557 
> 2 LOS AT a aemee 3 683 3 060 623 
> Oe LOS Si st oe aaron te 4299 3 350 949 
> 0 05 0)- pe eres 4521 3 556 965 


This year imports and exports have shown an 
approximately equal rise in terms of value, so that 
the import surplus is only slightly higher than 
last year’s. The main reason why the import sur- 
plus was not considerably larger than in the corre- 
sponding period in 1955 was the favourable de- 
velopment of exports during May. Compared with 
last year, fuel imports (including petrol) have 
gone up considerably — by about Kr. 150 million, 
and the imports of machinery etc. have risen by 
scarcely Kr. 50 million, while motor vehicle and 
iron and steel imports have gone down by Kr. 76 
and 61 million respectively. On the export side 
substantial increases are reported in respect of 
iron ore, iron and steel, ships, machinery and 
paper. On the other hand, there is a decline in 
timber and paper pulp exports. 

As was mentioned in the preceding survey, the 
preliminary national budget for the year estimated 
that the volume of exports would rise in 1956 by 

Position of the Riksbank. (Milliard Kr.) 
Milli- Gold & For. Exch. Gold, For. Exch. Mill- 


ard | — — Bonds {incl & Bonds. ard 
Kr, Treasury Bills.) = --------- Note Circulation. Kr 


1951 1952 1953 1954 1955 1956 


2 per cent. and the volume of imports by 1 per 
cent. Further, it was foreshadowed that our terms 
of trade would show a 2 per cent. improvement 
as it was estimated that export prices would go up 
by 3 per cent., while import prices would be only 
I per cent. higher. In the revised national budget 
these assumptions have been considerably modi- 
fied. The volume of imports is now expected to 
go up by 2 per cent. and prices by 4 per cent. That 
is to say, for the current year our terms of trade 
are instead likely to weaken slightly. For the bal- 
ance of payments on current account this implies 
that we must expect a deficit for 1956 of well over 
Kr. 400 million, according to the following calcu- 
lation : 


Mill. kr. 
Iniportstc: iif gee ite aie © . II 000 
Exports; t£.j03'b 24s Sie se = hs) 9 450 
The balance, of trades. <a aig. ois —1550 
Net shipping revenues. . ..... +1150 
Other services, nets © 6 sme. a) — 40 
Balance of payments on current account — 440 


The foreign exchange reserve by the end of the 
first five months of the year was down by nearly 
Kr. 400 million — a far heavier decline than 
during the corresponding period of last year. The 
change in the terms of payment for imports and 
exports that was observable throughout last year, 
and which caused a far less severe drain on the 
foreign exchange reserve than the net balance of 
payments should have involved, manifestly could | 
not be continued into the current year, at any rate 
not to the same extent as last year. 


Position of the Commercial Banks. (Milliard Kr.) 


ae a ee So a Deposits. Milli- 
ar Bills jonds. ard 
et ee cere Wdvaiices: Balance total. Ke. 


1951 1952 1953 1954 1955 
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The Foreign Exchange Reserve in mill. kr. 


The Riksbank go/6 3r/12\ 31/3) 3n/5 
(ecalttl og "gi rs ms65 Vra260 rh 4rZ . 
Gos 2 oe 570 733) e52 
BeWeumrencies; 2... . . 325 303 135 
Other currencies’... . . » 21 =—32 . —53 
Total 2281 2430 2346 2226 
Commercial banks 4I T20 MArLO) B62 
Total 2322 2551 2465 2164 


The Credit Market 


During April the current credit restrictions 
were still further tigthened up. The Riksbank 
directed the commercial banks by the end of 
August to cut down their advances (excl. credits 
to the building sector) by 5 per cent. compared 
with the level in July 1955. During April and 
May bank advances continued to rise — partly in 
consequence of seasonal movements. Accordingly, 
the new demand for a cut in credits implies that 
during the period June—August the banks must 
reduce their advances (excluding housing credits) 
by Kr. 450—500 million. That this is an extremely 
severe reduction of credits is evident, inter alia, 
from the fact that the corresponding cut in ad- 
vances last year, when the banks pursued a very 
rigorous restrictive policy, amounted to only about 
Kr. 300 million.1 Fresh agreements on restricting 
credit accommodation were likewise entered into 
between the Riksbank on the one hand and the 
savings banks, the agricultural credit associations 
and the insurance companies on the other. 


+ A more detailed account of the effects of this measure of 
monetary policy is given in another of the articles published 
in this number. 


Production Index of the Federation of Swedish 
Industries, (1935 = 100.) 


—— 1055. 


Position of the Commercial Banks. 


; 1954 1955 1956 
Assets (in mill. Kr.) Dec. May Dec. March April May 
Cash. irs 647 511 958 527 542 514 
Treasury bills . 882 420 569 «©6857 605 354 
Swedish bonds. 2167 2414 2389 2531 2551 2544 
Advances II 092 11 469 10530 10643 10726 10972 
Banks abroad. . 331 270 8©=6. 386—s«=232E8 359 439-234 


Sundry accounts 906 484 964 715 653 865 


Total 16025 15 568 15 796 15 621 15436 15 483 

Liabilities (in mill. Kr.) 
Deposits. . . . 12727 12.323 12609 12795 12.499 12'241 
Banks abroad . 302 «268 «= 303 253) Skit 345 
Share capital and 
teserve funds. 
Sundry accounts 


Total 


Wi6x, L2to! Were Tarr 
1816 1674 1332 1375 


16025 15 568 15 796 15 621 15 436 15 483 


1154 
1 842 


The deposits in the commercial banks showed 
a seasonal decline, by nearly Kr. 370 million, dur- 
ing the first five months of the year. Since at the 
same time the advances continued to rise, as has 
been mentioned above, the banks’ liquidity has 
deteriorated appreciably. 

The following table shows how the credit 
squeeze has reacted upon different sectors of 
industrial and commercial life: 


The Distribution of Bank Credits (mill. kr.) 


Change 
Ma Nov. Ma 8 
ee igs hose May 1955- Nov.1985- 
May 1956 May 1956 

Industry 2384 2274 2422 + 38 +148 
Trade and 

Services. . . 2598 2449 2423 —1I75 — 26 
Communications 391 360 379% E112 + 19 
Insurance and 

finance. e 5 307 276 254 = = "22 
LocalAuthorities 85 114 89 + 4 ues 
Agriculture . . 433 411 411 — 22 _ 
Building 

operations 1349)) "953. O79" —=370 + 26 
Housing credits 2295 2519 2506 +211 ei 
Others credits . 1039 938 903 —136 —= 35 

Total 10881 10294 10366 —5I5 Se ake 
Share Index. 
——-—-— Home Market Industry. ---------- Banks 


Other Industry. 


100 SKANDINAVISKA BANKEN 


During the period November 1955—May 1956 
the total advances went up by Kr. 72 million. An 
increase of Kr. 148 million is accounted for by 
the Industry group. The changes during this 
period are, however, largely attributable to the 
seasonal movements. A better comparison is ob- 
tained if we take the period May 1955—May 1956, 
in which a total reduction in advances by Kr. 515 
million is accounted for. A decline in credit is 
shown in respect of practically every sector, the 
only exception being Industry, but even here the 
increase is very slight, especially as there had at 
che same time been rises in the yolume of pro- 
duction and imports and also in prices. 


The Stock Market 


Both on the principal international stock ex- 
changes in New York and London and on the 
Stockholm stock exchange the development in 
recent months has been characterized by falling 
prices. The decline in prices abroad, however, is 
of relatively recent occurrence, whereas the weak- 
ness of the Swedish stock market has been a 
marked feature of the entire year. Nevertheless, 
although the Stockholm stock exchange has been 
influenced, temporarily at least, by the internation- 
al mood insofar as it may reflect the expectations 
in regard to the trend of the American, and con- 
sequently also the international, business trend, it 
is domestic factors that have exercised a decisive 
influence. The tightening-up of the credit re- 
strictions in particular has had the effect of 
forcing down the price level. At the same time, 
however, the risk of an inflationary development 
has been in the background as a stimulating factor 
which has checked the fall in prices. 

One of the fundamental differences between 
the Swedish market and the New York stock ex- 
change, for instance, would appear to be that the 
greater propensity towards inflation in the Swed- 
ish economy inevitably had its impact on the stock 
market. This is reflected, inter alia, in the fact 
that Swedish buyers of shares are content, as re- 
gards a large number of securities, with a lower 
immediate yield from their investments in shares 
than they would obtain if they bought bonds. Even 
in London and New York the immidiate yield in 


connection with stock purchases is lower than it 
was some years ago, but in those markets there 
is a certain, though relatively small, margin be- 
tween it and the yield from bonds. Although it is 
difficult to draw international comparisons, it is 
no exaggeration to say that the immediate yield 
from stock investments is no longer in the same 
ratio to the other interest rates as might be regard- 
ed as traditional. Expectations that prices will 
undergo a relatively rapid rise in consequence of 
an inflationary development or that bigger com- 
pany profits will make it possible to pay higher 
dividends have induced buyers of shares to cut 
down their demands for an immediate yield. 

The following table shows the latest published 
dividends in relation to the market price for some 
of the principal securities on the Stockholm stock 
exchange (in June of the respective years). Falls 
in prices and, to some extent, higher dividends also 
have increased the yield somewhat of late. 


Per cent 


1933 1954 1955 1956 


Five wood-processing com- 


Palies yey. aeereee ears 4.8 2.4 3.2 4.1 
Two manufacturing estates 4.0 34 3.1 3-8 
Five exporting engineering 

WOEKS Lee ec Sut ioaecuae 6.2 49 5.2 5.4 
Four commercial banks. . 4.9 4.4 4-4 5.6 


In regard to the reaction of the New York 
stock exchange during the second quarter of this 
year, some judges hold that the narrowing margin 
between bonds and shares has been an important 
factor in the weakening trend of prices. Seeing 
that the current yield no longer gives investors 
adequate compensation for the risk involved in 
holding shares, it is only obtainable at long range 
to the extent that dividends and prices rise. A 
more cautious appraisal of these prospects, es- 
pecially on the part of the institutional investors, 
who play an important part as investors in shares, 
is thus likely to have been a truer cause of the 
fall in prices last spring than the marketing 
difficulties experienced by the motor industry. 

The price fluctuations on the New York stock 
exchange are reflected to some extent in London 
also, but such ripples as reach the Swedish stock 
market have usually become quite weak and in- 
capable of exerting other than a fairly short-lived 
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influence. Not once during 1956 has the Stockholm 
stock exchange shared the optimism that prevailed 
on those stock exchanges, at any rate in March 
and April, and between December and June the 
price level for the home-market industry’s shares 
fell by 8.3 per cent., for the rest of industry by 
6.4 per cent. and for the banks by 10.5 per cent. 
This development is no doubt to be regarded en- 
tirely as an after-effect of the economic policy that 
has been pursued. In the first place, the possi- 
bilities in regard to company profits, and con- 
sequently dividends, have been viewed with less 
optimism, and in the second place the possibilities 
of the economic policy’s being able to ensure a 
firmer price level may perhaps have been regarded 
with greater confidence. Above all, however, the 
credit policy has caused a shortage of liquid funds, 
and naturally this has also been reflected in lower 
stock prices. 

In the course of last year especially, the com- 
panies quoted on the stock exchange were able for 
the most part to turn to their own shareholders 
for acquiring additional capital in the form of 
new issues. This year, however, there have been 
practically no offerings of new shares; on the 
other hand, a number of companies have announ- 
ced bonus issues. 


New issue 
Terms Mill. kr. 
CLG hn” = 6 ia - 2 new to 3 old 2.0 
shares to 120 p.c. 

Bonus issues 

AB Iggesunds Bruk, ord... . . I new to 2 old 18.0 
Svenska Oljeslageri AB .... 1 » » 2 » 2.4 
Stockholms Enskilda Bank AB. 1 » » 2 » 22.5 
Rederi AB Transatlantic, ord... 1 » » 3 » 10.0 
AB C.E. Johansson, ord. ...- 1 >» » 3 » 1.0 
AB Atvidabergs Industrier . .. 1 » » 2 » 14.0 
Rederi AB Hilsingborg .... 1 % » 3 » 1.0 
Férsikrings AB Svea-Nornan. . I » » 4 »? 30 
Mopexataverken , . . . . s « * Ge eae! noha 11.0 


Since the preceding survey, moreover, 90,000 
shares in AB Scania-Vabis have been sold by 
Stockholms Enskilda Bank, whose shareholders 
are entitled to acquire for every two shares in 
the bank 1 share in the company at a price of Kr. 
100, including last year’s dividend. 


rr 


The Bond Market 


The development on the bond market during 
the second quarter has been quiet in regard both 
to price movements and to issuing operations. 
The Government has not taken up any new bond 
loan. On the other hand, the City of Stockholm 
and two power companies have issued long-term 
loans and, further, the successive placing on the 
market of the City Mortgage Bank’s and the 
Housing Credit Bank’s loans has continued. By 
the end of May respectively Kr. 154 and 47 mil- 
lion of these loans had found a market. While, 
then, about Kr. 200 million could be supplied to the 
housing sector in this way, the Government has 
issued during the year a 250 mill. Kr. loan, chiefly 
in exchange for an earlier loan, and local author- 
ities, notably the City of Stockholm, have been 
able to place four loans aggregating over Kr. 200 
million. During the year there have been taken up 
by the five remaining borrowers, four of whom 
are power companies, loans totalling about Kr. 
120 million, including two 5 1/2 per cent. inscribed 
debenture loans. 

There seems to be a glut on the issuing market 
at present. The new directives issued by the Riks- 
bank requiring a further retrenchment in lending 
operations left the bond market more or less un- 
affected. Prices have shown, in general, a down- 
ward trend during the quarter. It is not unlikely 
that this tendency will be further accentuated 
owing to the development of the liquidity situ- 
ation on the market. The Government’s cash po- 
sition is relatively strained in spite of supplemen- 
tary taxes’ having been paid in at the end of 
April. Nor has it been possible to reduce the 
Government loans in the Riksbank. Moreover, 
the fact that export shipments started late delayed 
the seasonal increase in the market’s liquidity. 
This development, combined with growing diffi- 
culties in obtaining bank credits, may conceivably 
lead to increased selling of bonds, with further 
falls in prices as a consequence. 

The insurance companies increased their ad- 
ministered assets during the first four months of 
the year by, in round figures, Kr. 300 million, 
about one-third of which has been invested in 
bonds. The bonds of the City Mortgage Bank and 
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the Housing Credit Bank have gone up, in nomi- 
nal values, by nearly Kr. 80 million, municipal 
bonds by nearly 50, bonds issued by power compa- 
nies etc. by about 25, while tre insurance compa- 
nies’ Government bond holdings have been reduc- 
ed by over Kr. 20 million and holdings of bonds 
other than the above-mentioned mortgage bonds 
by Kr. 30 million. Out of the approximately Kr. 
500 million by which the stock of bonds in circu- 
lation has apparently increased this year up to the 
middle of June, something between one-quarter 
and one-third may be estimated to have been 
placed with the insurance companies. 

It may be of some interest to compare the 
insurance companies’ bond purchases with their 
other investments during the same period. Thus, 
while their Swedish bond holdings have risen by 
about Kr. 100 million, or approximately 2 per 
cent., their mortgage loans in other than housing 
property have increased by about Kr. 90 million, 


which, however, implies a far greater percentage 
rise, viz. nearly 8 per cent. This is no doubt part- 
ly to be explained by the higher volume of credit 
which the business sector has required from the 
insurance companies owing to the restrictions im- 
posed upon the commercial banks and the tight- 
ening-up of the liquidity regulations in general. 
In consequence, even the insurance companies’ 
term loans to industry increased during the first 
four months of the year by Kr. 1 million, or by 
about 5 per cent. 

The following bond issues have been placed on 
the market during the second quarter : 


Interest Amt.ofloan Issuing 
tate % mill. kr. price 
Harscle (AB tas aay 43/4 30 100. 
Gulsele AB, inscribed debenture 
loan! Wie: ate Rees Rn DS 51/2 15 100 
City ef Stockholm. <4 G = 4'/2 40 100 


City of Stockholm, term loan 4.6 40 100 
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Some Statistical Data on Sweden's Economic Position. 
I. THE RIKSBANK. (Amounts in million kr.) 
Gold and Foreign Exchange Reserves Sight Deposits 
At the eae fa Ad Note h f 
End of Gold? Foreign Total se vances | Circulation Total Ge 
Exchange? . S ‘Comm. 
‘ tate Bank 
ankKS 
1938 707 750 1457 106 50 1 061 849 418 428 
1951 785 I 594 2 379 2 821 247 4.090 I 110 528 522 
1952 954 1 350 2 304 3 240 321 4577 1029 449 558 
1953 1.130 1491 2621 2 786 357 4835 545 303 180 
1954 1 370 1 104 2474 3 267 99 5 087 441 289 150 
1955 1 426 1 004 2 430 4023 25 5319 747 321 418 
4955 | 1956) 1955 | 1956) 1955 | 1956| 1955 | 1956) 1955 | 1956 | 1955 | 1956 | 1955 | 1956 | 1955 | 1956 | 1955 | 1956 
Jan. | 1370] 1 437} 1039] 929] 2 409] 2 366) 2997] 3693] 30 24] 4 855] 5 047] 265 | Sos | 123 | 288 | 137 | 272 
Feb. | 1370] 1405) 973} 961] 2 343| 2366/2953] 3626) 59} 23/4 793/5 014] 247 | 514 | 144 | 333 | TOI | 172 
Mar. | 1370] 1412] 923] 934] 2 293] 2346/2777] 3 603] 203 44] 4 756| 5.073] 224 | 325 | 129 | 213 | 93 | 108 
April] 1335] 1391] 859] 924] 2194] 2315/2939] 3791] 252 23] 4857] 5 130] 205 | 370 | 100 | 202 | 101 | 165 
May | 1361] 1 37 848] 852] 2209] 2226] 2783] 3591] 327 | 177|4792| 4968) 207 | 312 | 105 | 231 | 99] 79 
June | 1365) 1328) 915) 921] 2280] 2241/2859] 3787] 442 | 19314924] 5 108] 330 | 323 | 183 | 207 | 142 | 112 
uly | 1 365 1 Col 2 366 3,006 2 4735 333 9 2 
ed 1 365 1 046 2411 2 866 8 4775 327 I se 
Sept. | 1 365 1 087 2452 2 839 159 4 861 193 97 89 
Oct. | 1 395 1.096 2 491 3 210 29 4924 391 106 291 
Nov. | 1436 997 2433 3 282 81 5 029 294 142 148 
Dec. | 1426 1 004 2 430 4.023 25 5 319 747 321 418 
1 Market value. — * Net claims on foreign countries. 
II. COMMERCIAL BANKS, (Amounts in million kr.) 
Advances Deposits 
1 i] Net Claims 
a . ys Cash keg on Foreign Overdrafts Thereot 
Bee Cnes Countries Bills Loans and Other Total Total Sh oe 
7 Advances ort Term 
1938 601 190 95 1 163 2705 70 4 338 4260 1 152 
1951 936 1 849 —492 2 94 5 801 1 680 10175 10 513 z 626 
1952 999 1716 —131 25 oe 1 668 9 848 10 35 2618 
1953 64 3 345 95 2 568 5 1798 9932 11 839 2 591 
1954 647 3.049 126 2 903 5 833 2 356 II 092 12 727 2519 
1955 958 2.958 169 2731 mis} 2 444 101530 12 609 2422 
1955 1956 | 1955 | 1956 1955 1956| 1955 | 1956 | 1955 | 1956 1955 | 1956) 1955 | 1956) 1955 | 1956| 1955 | 1956 
Jan. | 504 | 704 3252 3 382| 220 | 174] 2914] 2720] 5 797] 5 281) 2 451 | 2 $03] 11 164]10 503] 13 029112 830] 2297] 2 193 
Feb. | 488 | 576 | 3 280] 36s0] 279 | 192] 2.932] 2 732] 5 798] 5 264] 2 497 | 2 Soo] 11 227}10 496] 13 162)12 874) 2267) 2 152 
Mar. | 480 | 527 | 2.988] 3 388] 189 | 157] 3.011] 2 801] § 855) 5 235] 2 521 | 2 607) 11 387/10643] 12 845]12 795] 2089] 2 121 
April | 48 2 |2918]3 156] 87 |— 19] 3.078] 2 922] 5 827| 5 232| 2 569| 2672] 11 474]10 726] 12 645]12 499] 2 255| 2 116 
May ai a 2634 3 898 Oo |— 1 3 066] 2 857] § 771] § 223| 2 632] 2 892] 11 469]10 972] 12 323]12 241] 2084] 2 062 
June | 590 | 519 | 2680) 2940] 80 23| 2 986] 2 808] § 487] 5 164] 2 597| 2 880] 11 070|10 861] 12 326]12 322) 2220) 2191 
July | 617 2714 119 2927 5 43 250 10 865 12 562 2194 
Aug. | 544 3033 119 2 893 5 44 2 54 10 889 12715 2 227 
Sept. | $05 2919 159 2 895 5 440) 2 616 10951 12 571 2144 
Oct. | 719 328 157 2767 5 380 2 445 10 592 12 723 2 263 
Nov. | 575 3, 266): 186 2772 5 345 2517 10 634 een 2117 
Dec. | 958 2958)’ 169 2731 5 355 2444 10 530 12 2422 


} Including Treasury Bills. 
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Il. OTHER CREDIT INSTITUTIONS. STOCK EXCHANGE 


Deposits Turnover at the 


Savings Banks at the Turnover of | Yields on Bonds? | Stockholm’ Stock Share index® * 
Year Post Office the Postal Exchange® 
OF | => = ae eee | “Savings cheats AER = lisdnGal as eo een 
Month] Deposits! | Advances? Bank* we oe grees Bonds | Shares | yy ome Other 
Million kr. | Million kr. | Million kr. | Million kr. | % % | 1000 kr.| 1 000 ke, | dustries| Industries 
1938 3 685 3,069 606 24 986 2,32 2,92 243 931 146 103 
1951 7 832 7 341 2270 203 009 3,27 3,40 646 737 17z | 230 
1952 8 458 7 934 2 576 240 9Oo 3,31 3,62 298 583 152 217 
1953 9 081 8 562 2 780 256 280 3,30 3572 294 536 146 213 
1054 9 699 9 224 2.950 279 958 3,39 3,70 292 834 I 267 
1955 10 339 9743 3118 307 522 3572 4.63 244 642 195 299 
1955 | 1950) 1955 | 1956 | 1955 | 1956 | 1955 | 1956 |1955|1956|1955|1956|1955| 1950] 1955] (956| 1955] 1956 1935| 1956 
Jan. : ; : - | 3.065] 3244] 28756) 32 150] 3,36] 3,74] 3,81| 4,65] 373] 310] 883] 533] 205 | 185) 305 | 287 
Feb. ; : : - | 3.085 | 3 269} 17 449] 20 241! 3,39] 3,69] 3,94] 4,49] 285 | 729] 760] 470] 200] 183 298 290 
Mar. |10 199|10919] 9545] 9948] 3092| 3 268] 30 825] 33 145] 3,40] 3,67] 4,03] 4.46] 305 | 347/1015| 636] 204] 181] 308) 288 
April : . 3.080] 3273] 19 520] 23 117] 3,48] 3,71] 4,16] 4,39] 353) 268] 864) 542/208] 178] 322] 281 
May : 3074] 3 259] 32 640] 36 241] 3,94] 3,74] 5,42) 4.61] 123] 569] 683) 633] 187) 177] 293] 285 
June . |10 177 9537 3.067] 3 263] 21 113] 23 649] 3,94) 3,77] 5,28] 4,73] 220] 501] 474) 475] 181] 171/274] 277 
July : : 3 083 32 221 3,96] 3,77| 5,30] 4,79] 177 435 193 | 175| 292] 284 
Aug. : : 3099 17 716 3,88 4,68 159 407 197 296 
Sept. |10 294) 9 629 3095 29 462 Bugis 4,64 281 692 198 310 
Oct. : : 3.105 21093 3,80; 4,60 23. 474 19 301 
Nov. : : 3 108 32 478 3579 4595 19 560 18 Pe 
Dec. |10 339 9 743 3.118 24259 3579 4,78 209 473 187 2 
1 At the end of each year or month. — * Calculated on market prices at middle of months. The yearly figures represent 
averages of the monthly figures. — * Averages per Stock Exchange business day. — * Nom. value Jan. 1953 = 100. 


IV. OTHER STATISTICAL DATA: 


Ramen virade Unem- Wholesale Price Index 
Year National : Production pee (935 = itow) Cost of 
Debt! > in the Living 
or Export (+) Index Trade index 
Month Imports Exports or Import | 1935=100] Unions | Import | Export All 194 
Million kr. | Million kr.| Million kr] G7) Surplus % Goede Coe ola 
illion kr. 
1938 2 566 2 082 1 843 — 239 123 10,9 111 120 111 64 
1951 12 823 9g 184 225 + 4! 206 1,3 432 562 299 117 
1952 12710 8 947 134 — 813 202 2,3 407 44 31 126 
1953 13 852 8 161 7 657 — 50 203 2,9 375 37 z 128 
1954 15 0S9 9 192 8 195 = ah 211 2,6 3R5 381 297 129 
1955 16 081 10 304 8.945 = 1359 226 254 387 393 399 133 
1955 | 1956 | 1955 | 1956 1955| 1956 1955| 1956 r955| 1956 | 1955] 1956|1955| (950 1953|1956 1933|r956 1955| 1956 
Jan. | 15287] 16035] 844 | 938] 707] 814] —137| —124] 223] 231] - - | 386] 401 | 388 | 404 | 300] 322] 129] 137 
Feb. | 15 492] 16174] 802 | 784) 655| 543] —147] -241] 227] 230] 3,8] 4,8] 381] 406] 390] 404 | 302| 324] 129] 13 
Mar. |14815]| 15884] 926} 802 584 558 | —342| 244] 227] 242] - 380 | 406 | 390 | 403 | 304| 320} 130] 13 
April | 15 168] 16157] 892 | 1 018] 662] 744] —230] —274| 240] 242] 2,0] 2,7| 381] 404 | 391 | 403 | 305 | 327] 131] 138 
May | 14525] 15 497] 835 | 980] 744] 897) — 91] — 83] 234] 244] - 382 | 405 | 392 | gor ea 326] 131) 139 
June | 14524] 15 477) 810 774 aaa 234 14 383 393 3 131] 139 
July | 14726 727 750 + 23 123 : 34 393 313 133 
Aug. | 14850 808 776 — 32 213 1,4 38 394 311 133 
Sept. | 14 690 874 776 — 98 233 : 393 395 312 134 
aa feb dor 877 857 — 20 239 15 395 395 313 135 
Nov. | 15 3 992 8 —126 247 : 39 395 317 137 
Dec. 16 O81 909 804 —105 236 4,6 39 399 321 137 


? At the end of each year or month. 
; Kungl Bokte. Sthles 1958 
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Statement of Condition June 30", 1956 


ASSETS 


Cash in hand and with the Riksbank Kr. 149,166,000 
Bonds and Treasury Bills 657,339,000 
Loans and Discounts » 2,788,761,000 
Swedish Banks and Savings Banks 23,989,000 
Banks abroad 86,524,000 
50,491,000 

24,527,000 

41,731,000 

Kr. 3,822,528,000 


Deposits Kr, 3,082,219,000 

Swedish Banks and Savings Banks . . . » 60,689,000 

Banks abroad ete vena » 108,401,000 

Sundry Accounts » 220,041,000 

Share Capital . . . Kr. 194,112,000 

Reserve Funds . . » 124,416,000 

Undivided profits 32,650,000 » 351,178,000 
Kr. 3,822,528,000 


Gillivare @ 


Boden@ 
Lulea @ 


Pitea 


Boliden @ 
Géteborg, Stockholm, Malmé : Skelleftea @ 
@ (Principal Offices) sie 
@ Place with 10 000 — go 000 inhabitants 
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In all 216 branches ; 


at 167 different places. 
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